AUTHENTICATED , 
US. GOVERNMENT 
INFORMATION ^ 


THE PRESIDENT'S BUDGET 
SUBMISSION FOR FISCAL YEAR 2000 


HEARING 

BEFORE THE 

COMMITTEE ON THE BUDGET 
HOUSE OF REPRESENTATIVES 

ONE HUNDRED SIXTH CONGRESS 

FIRST SESSION 

HEARING HELD IN WASHINGTON, DC, FEBRUARY 3, 1999 

Serial No. 106-1 



Printed for the use of the Committee on the Budget 


U.S. GOVERNMENT PRINTING OFFICE 


54-578CC 


WASHINGTON : 1999 


COMMITTEE ON THE BUDGET 
JOHN R. KASICH, Ohio, Chairman 


SAXBY CHAMBLISS, Georgia, 
Speaker's Designee 
CHRISTOPHER SHAYS, Connecticut 
WALLY HERGER, Caiifornia 
BOB FRANKS, New J ersey 
NICK SMITH, Michigan 
J IM NUSSLE, Iowa 
PETER HOEKSTRA, Michigan 
GEORGE P. RADANOVICH, Caiifornia 
CHARLES F. BASS, New Hampshire 
GIL GUTKNECHT, Minnesota 
VAN H I LLEARY, Tennessee 
JOHN E. SUNUNU, New Hampshire 
JOSEPH PITTS, Pennsylvania 
JOE KNOLLENBERG, Michigan 
MAC THORNBERRY, Texas 
J IM RYUN, Kansas 
MAC COLLINS, Georgia 
ZACH WAMP, Tennessee 
MARK GREEN, Wisconsin 
ERNIE FLETCHER, Kentucky 
GARY MILLER, California 
PAUL RYAN, Wisconsin 
PAT TOOMEY, Pennsylvania 


JOHN M. SPRATT, J r.. South Carolina, 
Ranking Minority Member 
JIM MCDERMOTT, Washington, 
Leadership Designs 
LYNN N. RIVERS, Michigan 
BENNIE G. THOMPSON, Mississippi 
DAVID MINGE, Minnesota 
KEN BENTSEN, Texas 
J IM DAVIS, Florida 
ROBERT A. WEYGAND, Rhode Island 
EVA M. CLAYTON, North Carolina 
DAVID E. PRICE, North Carolina 
EDWARD J . MARKET, Massachusetts 
GERALD D. KLECZKA, Wisconsin 
BOB CLEMENT, Tennessee 
JAMES P. MORAN, Virginia 
DARLENE HOOLEY, Oregon 
KEN LUCAS, Kentucky 
RUSH D. HOLT, New Jersey 
JOSEPH M. HOEFFEL III, Pennsylvania 
TAMMY BALDWIN, Wisconsin 


Professional Staff 

Wayne T. Struble, Staff Director 
Thomas S. Kahn, Minority Staff Director and Chief Counsd 


(II) 



CONTENTS 

Page 

Hearing held in Washington, DC, February 3, 1999 1 

Prepared statement of: 

Hon. Kenneth E. Bentsen, Jr., a Representative in Congress from the 

State of T exas 6 

Hon. Bob Clement, a Representative in Congress from the State of Ten- 
nessee 7 

Hon. David E. Price, a Representative in Congress from the State of 

North Carolina 7 

Hon. George Radanovich, a Representative in Congress from the State 

of California 8 

J acob J . Lew, Director, Office of Management and Budget 8 

Charts: 

The Budget Is in Surplus After Years of Deficit 9 

Investing the Surplus for Our Future: Cutting the Debt By More 

Than Two-Thirds 11 

Framework for Social Security and Medicare Reform With Long- 

Term Fiscal Discipline 12 

Sources of Unified Budget Surplus 13 

I nvesting the Surplus for Our Future 14 

Interest as a Percent of Outlays in 2014 15 

Prepared statement of 16 

Additional information supplied for Mr. Price 47 

Additional information supplied for Mr. Holt 54 


(III) 



THE PRESIDENT'S BUDGET SUBMISSION FOR 
FISCAL YEAR 2000 


WEDNESDAY, FEBRUARY 3, 1999 

House of Representatives, 
Committee on the Budget, 

Washington, DC. 

The committee met, pursuant to notice, at 10:02 a.m., in room 
210, Cannon House Office Building, Hon. John Kasich (chairman 
of the committee) presiding. 

Present: Representatives Kasich, Chambliss, Shays, Herger, 
Franks, Smith, Nussle, Hoekstra, Bass, Gutknecht, Hilleary, 
Sununu, Pitts, Knollenberg, Thornberry, Ryun, Collins, Wamp, 
Green, Fletcher, Ryan, Toomey, Spratt, Rivers, Thompson, Minge, 
Bentsen, Davis, Weygand, Clayton, Price, Markey, Kleczka, Clem- 
ent, Moran, Hooley, Lucas, Holt, Hoeffel, and Baldwin. 

Chairman Kasich [presiding]. The committee is going to come to 
order. 

What we are going to do first is the consideration of Mr. Crippen, 
and, as you know, J une O'Neill is leaving the CBO, and Senator 
Domenici and I have met with a number of candidates along with 
Mr. Spratt and Senator Lautenberg, and, essentially. Senator 
Domenici and I have come up with a recommendation who is Dan 
Crippen. 

Probably the single best thing about Dan Crippen is that he has 
his Ph.D. from one of the finest universities in the world, Ohio 
State University, and he has his M.A. from Ohio State also, so he 
got it right there and his B.S. from the University of South Dakota. 
He also is a principal in the Duberstien Group. He was Assistant 
to the President for Domestic Affairs from 1988 to 1989 and Dep- 
uty Assistant to the President from 1987 to 1988. 

We think he will be a good CBO Director. He is not the director 
that Mr. Spratt or Mr. Lautenberg would have wanted, but this ul- 
timately gets down to a decision that does get made by the major- 
ity even though this man has to operate not as a servant to the 
majority, and I think it is pretty clear that Dr. O'Neill— she didn't. 
[Laughter.] 

So, anyway, we would just like to make a motion and get this 
approved. Mr. Spratt. 

Mr. Spratt. Mr. Lautenberg and I have met with Dr. Crippen 
twice. Dr. Crippen has assured us that he will maintain the inde- 
pendence and professionalism of the CBO and its professional staff. 

We met with Dr. Crippen not because we doubt^ his competence 
but because he is in a sense cut from a different pattern than his 
predecessors in his position. His background and experience are 
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more distinctly partisan than anybody who has ever held this posi- 
tion before. 

Dr. Crippen has assured us that he will work with Democrats 
and Republicans alike on a nonpartisan basis, and, based on these 
assurances, I intend to support his selection. 

Mr. Chairman, I would just like to say that it has been 25 years 
almost since Congress created the Congressional Budget Office. We 
created them to be neutral, nonpartisan, to give an independent, 
impartial estimate forecast. We haven't always agreed with their 
work, but I think we have respected their independence. They have 
earned the trust that they enjoy with most of us in Congress. And 
even if they haven't always been right, they have been basically 
honest and rigorous and professional in their work, and their vir- 
tues have served us well. The CBO has refused over the years to 
help us forecast the deficit away, and the discipline that they have 
held has helped us wipe out the budget deficit, and I simply hope 
and trust that Dr. Crippen will fight to maintain those independent 
goals. 

Chairman Kasich. I would like to recognize Mr. Chambliss, the 
gentleman from Georgia, for purposes of offering the necessary 
unanimous consent request. 

Mr. Chambliss. Mr. Chairman, I ask unanimous consent that 
pursuant to section 201(a)(2) of the Congressional Budget Act of 
1974, the Committee on the Budget recommends to the Speaker 
and the President pro tempore that Dr. Dan Crippen be appointed 
as the Director of the Congressional Budget Office. 

Chairman Kasich. Without objection, so ordered. 

I want to, first of all, thank Mr. Spratt, his staff, and the Demo- 
crats for the way in which we have been able to proceed through 
the rules package, and, frankly, we put something in the rule that 
I think will serve the Democrats— or I shouldn't say the Demo- 
crats— whoever would be in the minority for a period of time, and 
I think it will serve them well. It will make sure that there is ade- 
quate protection for the minority. In terms of Mr. Crippen, you can 
have a big fight over these kind of things, but they don't really 
serve us well. We are going to have enough to— hopefully, we won't 
have to fight, but we may have enough to fight about without hav- 
ing to look for one, and it is always nice to be able to have some 
bipartisan agreements as we proceed through some of these which 
I think are kind of formalities. 

But let me welcome j ack Lew. I like that j ack's a guy who as 
Director of 0MB he has made a heck of an accomplishment. I don't 
whether your mom— is your mom and dad still alive, j ack? 

Mr. Lew. My mother. 

Chairman Kasich. Your mom is? I mean, I don't know if she re- 
alizes that really through shear persistence and obviously talent 
j ack has been able to— it started with Leon isn't that right? 

Mr. Lew. It started with Speaker O'Neill. 

Chairman Kasich. Up here— well, OK, but then you got with 
Leon, isn't that right, and you became really his top assistant, and 
then when Mr. Panetta became the head of 0MB, j ack went over 
and was involved in a lot of the negotiations, and the interesting 
story here is if you hang around long enough; if you have got talent 
and persistence, you can end up getting the top job. So, I think it 
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is very exciting, and I am excited for you, and I hope your mom 
and your whole family— you know, a lot of times, they don't what 
the heck we are doing in this stuff, but I hope that sometime they 
will come to be able to truly realize what you have been able to 
accomplish being the Budget Director to the President of the 
United States. That is not bad, J ack; that is pretty darn good work. 

So, I want to welcome you here this morning, and point out that 
5 years ago few of us would have conceded to the opportunity to 
talk about surpluses, because when we were back in those days of 
trying to negotiate the budget agreement over there in the Capitol 
offices, we were struggling for literally every penny that we could 
get. You know, the famous phrase there "Brother, can you spare a 
dime?" because we didn't know how we could make this all add up 
to balance in 2002, and, low and behold, within a very short period 
of time, here we are with surpluses which is really wonderful news, 
because I think it gives us an opportunity to really leverage this 
good news into more good news. Last week, the CBO of course pro- 
jected that we could have almost a $2.6 trillion surplus over the 
next 10 years. I suspect that maybe those numbers may even be 
low. 

I mean a $2.6 trillion surplus, that is just amazing, and, frankly, 

I think it comes about for three reasons: one is I think that the 
benefits of the business community becoming a lot more efficient 
has allowed them to have higher levels of productivity without in- 
flation, with minimal amounts of inflation, and, at the same time, 

I think it also reflects the fact that a trade-oriented export policy 
is very beneficial to a country, and, at the same time, it was just 
like yesterday when Dr. Greenspan was here and said that if you 
can put together a credible plan to balance the budget, the interest 
rates can come down two points, and if there is anything we have 
learned it is that interest rates are the driving engine of what hap- 
pens with the economy; the lower they are, the better we do; the 
higher they are the worse we do. And as a result of the hard work 
that everybody did in 1995 and in 1996 and in 1997, we feel up 
here and working with the administration we were able to put to- 
gether a plan that dropped those interest rates down and has given 
us the kind of economic growth that we would never have antici- 
pated had any of us, Mr. Spratt or j ack or myself, been asked, "Is 
It possible that in 1999 we will be projecting a $2.6 trillion sur- 
plus?" We would have said, 'There is something wrong with you." 

CBO also tells us that lower projected Medicare spending will ex- 
tend the life of the trust fund by possibly 3 years until 2010. We 
know we have a commission that is beginning to take a look at 
what we can do to extend it even further, but all this good news 
is the result in my judgment primarily of what we were able to do 
in 1997, and that meant at that point we had to work together. 

Now, I think we face three or four new challenges: first, the com- 
ing retirement of the baby boomers who will put enormous strains 
on Social Security. We all know that the Social Security system is 
a matter of demography. We have a lot of baby boomers paying for 
our mothers and fathers; they are secure. The question is will the 
baby boomers and their children, us— will we be secure along with 
our children as the coming retirement approaches and the demo- 
graphics start to work against us? 
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We all know we need to improve the quality of education in this 
country; that a trained workforce and smart kids are not only im- 
portant to the economy but also, of course, those are the tools that 
give our kids a chance to grow up like Ed Markey did and become 
a Member of the United States Congress. 

And we know we need to do these things while we have a grow- 
ing economy that provides jobs and opportunities for everybody, 
and I think we all know that the number one issue before us is 
what can we do to make sure that the economy continues to grow, 
because if the economy continues to remain strong, the news con- 
tinues to be good, and we can take the good news and leverage it 
for even more good news. 

The President is looking at all these issues. Speaker Hastert has 
indicated that these issues are issues that Congress will be focus- 
ing on. We are looking forward in areas where we can get some 
things accomplished in a bipartisan fashion. J ack, I am interested 
in your USA accounts. As you know, I called for something along 
this line last year, and, in fact, I had suggested that we take the 
surplus and we begin to divide it up among all the people who paid 
payroll taxes, and I have with me today a passbook, and the pass- 
book will be distributed to all the Members of the House to show 
them how much money they would have in a personal savings ac- 
count that they would be able to direct like Federal employees and 
how that money could grow and what it can mean in terms of the 
concept of personal savings accounts. I happen to believe with So- 
cial Security people ought to have 2 percent of payroll in an ac- 
count, and they ought to direct it, and I don't think we need any 
political appointees to tell us where that money ought to go. I think 
we can do it on our own, but until the day comes when we can get 
to the 2 percent or 3 percent of payroll, the notion that people 
ought to have these personal retirement accounts is one that I 
think is very positive. It would get Americans to understand the 
value of having personal retirement account and what that can do 
to enhance their retirement security. That is an area, J ack, maybe 
where we can reach some agreement in this year. I don't know, 
maybe we can do the whole deal, and we can get complete agree- 
ment, but, if not, it seems to me as though the retirement accounts 
are a good first step. 

But I am disappointed, naturally, in some of the things that I 
found in the budget. Based on the count that we have made, this 
5 year budget has about a $108 billion in new taxes and fees and 
over— this is pretty amazing— over $200 billion in new domestic 
spending; almost 40 new mandatory programs and almost 80 new 
discretionary programs. I don't know that Bob Clement would like 
all those new F^eral programs. He would probably like to get a 
little bit more money back to Opryland, I don't know, but that is 
an awful lot of new spending, and the taxpayers will pay over the 
next 10 years about $22 trillion in taxes to the Federal Govern- 
ment. I think people are paying too much in taxes, and over here 
I believe that we will push and would like to see a very significant 
tax cut. I don't like the idea that we want to have governmental 
appointees investing our payroll taxes in the market. We believe 
that people ought to have the power to do that. 
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We also don't like the idea that we want to have control in Wash- 
ington in terms of what we want to do with education, because we 
think that people will do better, our schools will do better, out chil- 
dren will do better if we can control education through our commu- 
nities and our neighborhoods and our local school houses. 

However, we are approaching the end of the century. We have 
certain obligations and responsibilities as we approach the new 
century, and all of our actions should be based on some fundamen- 
tal principles. We need to have a commitment to each other based 
on our shared values. This will allow us to restore our society and 
our American family, and we must maintain a commitment to indi- 
vidual freedom. I believe we have to trust in and believe in the cre- 
ative genius of individual citizens. I think if we do these two 
things, if we reach out to one another, we can have a great next 
millennium. And, so I am excited that you are here, J ack. Maybe 
there are some things we can do. Hopefully, as we go through the 
debate this year, even if we don't agree we can still be the friends 
that we have been over the years, and I now with great pleasure 
yield the podium to M r. Spratt. 

Mr. Spratt. Thank you, Mr. Chairman. I want to join you in wel- 
coming J ack Lew back to our committee. As you noted, he is no 
stranger to this committee or to the House. He spent a good piece 
of his career working for the Speaker of the House. He went to 
0MB with Panetta; ne stayed over as the Deputy Director with 
Frank Raines, and now he has taken the reins from Frank 
Raines— if I can mix a metaphor— without any break in stride. 

He has done a commendable job of carrying on, and today he 
comes to the Hill with a budget bound in black and white, the sym- 
bol of a new era. For the third year in a row, this budget is in sur- 
plus which is phenomenal. Mr. Chairman, that is a long way from 
1992 when the deficit was $290 billion. In fact, if you look at the 
economic report President Bush sent over here in 1993, you will 
see that he projected a deficit this year over $300 billion if we had 
continued course. We didn't, so now we enjoy the fruits of our ef- 
forts. Because of the votes that we cast in 1990, 1993, and 1997, 
we have virtually wiped out the deficit in the unified budget, and 
we have come, as the President has expressed, to an historic junc- 
ture. The budget he is sending us rises to this occasion; it takes 
a high road into the next century. It commits the surpluses that 
we foresee coming to America's future. Sixty-two percent would go 
to make Social Security solvent for another 30 years; 15 percent 
would go to make Medicare solvent until 2020; 12 percent for an 
account, an idea that you yourself have proposed, Mr. Chairman, 
a Universal Savings Account so that every American can have a 
chance to save and invest and have a better retirement and so that 
we can increase the net national savings and boost the economy in 
the next century; and 11 percent, a modest 11 percent, would go 
to defense and nondefense priorities, because this budget, in addi- 
tion to being a disciplined budget, also has some heart and soul. 
It has got some programs in here for education and community po- 
licing tnat we think work and that we think the American people 
want. 

Before I conclude and turn the podium over to our witness, let 
me raise a word of caution. The surpluses that we foresee in the 
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future stem from economists' predictions. If we have learned any- 
thing over the last 15 years, we have learned that economists 
sometimes make mistakes. Furthermore, the surplus they project 
this year, next year, and the following year, is a surplus in the uni- 
fied budget. If we back out the surplus in the Social Security trust 
fund, there is, according to 0MB, an on-budget deficit in 1999, in 
00, and a mere surplus of $200 million in 2001. Not until 2002, 3 
years from now, will both 0MB and CBO see significant surpluses 
appearing. So, I think we should bear that in mind as we take up 
the budget and talk of bold tax cuts or big spending commitments, 
either one. The watch words should be caution and restraint. Let 
us not blow what we have accomplished. Thank you, Mr. Chair- 
man, and thank you, Mr. Lew. We look forward to your testimony. 

Chairman Kasich. I ask unanimous consent that all members 
who have opening statements, that those statements be permitted 
to be placed in the record. Without objection, so approved. 

[The statement of Kenneth E. Bentsen, J r., follows:] 

Prepared Statement of the Honorable Kenneth E. Bentsen, J r., a 
Representative in Congress From the State of Texas 

Mr. Chairman, I would like to take a minute to praise President Clinton for sub- 
mitting another balanced budget— the third one in a row— and dedicating most of 
the projected budget surplus to strengthening Social Security and Medicare by pay- 
ing down the national debt. Reducing the $3.7 trillion national debt should be our 
number one priority. We should pay down that debt while continuing the fiscal dis- 
cipline Congress showed up until last year. As members of the Budget Committee, 
we should carefully review proposals for spending increases and tax cuts to ensure 
that they are fully paid for under Congressional budget rules. 

Because of the strong economy and tough deficit reduction plans enacted in 1990, 
1993, and 1997, the Federal budget will be in balance for 2 years in a row for the 
first time since 1957. The President has rightly proposed that we take advantage 
of this historic opportunity to buy down the huge national debt and strengthen So- 
cial Security and Medicare for the retirement of the Baby Boom generation. 

As we know all too well, the Federal debt held by the public quadrupled between 
1981 and 1993; interest payments on the debt doubled as a share of the Federal 
budget from seven to 15 percent. 

Paying down the debt grows the economic pie and creates more wealth for all 
Americans. As this morning's Washington Post pointed out, there is a "shadow cost" 
to not paying down the debt. A tax cut or a spending increase, without offsetting 
spending cuts or tax increases, would add more debt, create future obligations, and 
create no assets new assets for the Trust Funds. A crushing Federal debt hinders 
gains in productivity, creates higher tax rates, and increases the cost of borrowing 
money. Unmanageable debt dampens economic growth. 

In fact, a tax cut or large spending increase that resulted in more debt would 
most likely result in rising interest rates. There would be less money to invest, the 
debt’s value would decline, and there would be a greater squeeze placed on the Fed- 
eral budget to come up with funds to pay for Social Security and Medicare. This 
would also depress the value of the dollar, reducing its purchasing power and in- 
creasing inflation. 

Finally, paying down debt will stop the government from eating up private sav- 
ings. With less government bonds available for purchase, interest rates should de- 
cline and resources would shift to investments that are critical to improving produc- 
tivity and raising our standard of living. 

Public and private entities use debt to expand capital, but excessive debt squeezes 
out productive uses of resources. Paying down the debt is a less sexy but more effi- 
cient way of shoring up Social Security and Medicare. This alone will not solve the 
long term solvency issues of Social Security or Medicare, but it will certainly help. 

The Administration's budget for the U.S. Army Corps of Engineers' Civil Works 
program calls for over $1 billion in new fees to be collected from our maritime indus- 
try through the a new proposal called the Harbor Services Fund (HSF). 

1. Does the Administration anticipate shippers who typically utilize waterborne 
transport to move their products shifting to long-haul railroads in hopes ofoffsetting 
the increased transportation costs associated with the HSF? 
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2. The Port of Houston, which is iocated in my Congressionai district, has a very 
iarge buik commodities handiing fadiity. Wiii the HSF have any negative impacts 
on our buik cargo trade and in particuiar grain or coai? 

3. What benefits does the Administration envision by abdicating its finandai re- 
sponsibiiity for dredging by inciuding the entire Federai share of new construction 
projects under the HSF? 

4. What studies has the Administration conducted regarding the possibiiity that 
internationai shippers may now try to divert their cargo through either Mexico or 
Canada to avoid the HSF? 

5. Administrator Lew, Can you piease describe for me the Ciinton Administra- 
tion's proposai to provide iimited reimbursements for Medicare cancer dinicai triais. 
As a the sponsor of iegisiation, H.R. 61, to ensure Medicare reimbursement for aii 
types of dinicai triais, I am very interested in iearning more about your proposai. 

6. Administrator Lew, As the representative for the Texas Medicai Center, the 
iargest medicai center in the United States, I am very concerned about the Medicare 
reductions in the Fiscai Year 2000 budget. In a time when we are aiready asking 
our nation's hospitais to absorb more than $115 biiiion in Medicare reductions that 
were inciuding the Baianced Budget Act of 1997, do you beiieve that these addi- 
tionai reductions are prudent and necessary? 

[The statement of Bob Clement follows:] 

Prepared Statement of the Honorable Bob Clement, a Representative in 
Congress From the State of Tennessee 

Mr. Chairman, we have an historic opportunity. Instead of facing the $357 biiiion 
deficit that CBO projected in 1992, we are faced with our first surpius in three dec- 
ades. The question we must now decide is what to do with it. Who shouid benefit 
from this supius? Where do we put our priorities? Shouid we dedicate part of this 
surpius to a tax cut? If so, how much? Or should we conserve our resources to make 
sure that we can meet our future responsibilities to the American people? 

I have asked my constituents where they think our priorities should be. Over and 
over again, they tell me that we in Congress should be working on paying down the 
national debt and on shoring up Social Security for the 21st century. This budget 
that the President has presented us allows us to do both. We can extend the life 
of the Social Security Trust Fund by 25 years and simultaneously lower the debt- 
to-GDP ratio from its current level of 44% to 7.1% by 2014, its lowest level since 
1917. Some have suggested an across-the-board tax cut. I am not opposed to tax 
cuts. In fact, I have supported tax cuts and tax credits in the past. However, take 
a moment to remember what happened in the early 80's when we cut taxes but 
failed to cut spending. Our deficit ballooned to all-time highs. Is this the course we 
want to take? I think not. 

I believe that the President's budget represents a strong framework for paying 
down the national debt and extending the life of the Social Security and Medicare 
Trust Funds. This budget is not a cure-all and it is not without its problems. There 
are still many tough decisions to be made in the future, but these reforms are an 
important first step. 

Finally, I would like to commend the President for the courage and leadership he 
has shown in putting these proposals before us. We live in a nation that was built 
on ideas, and while we may not enact all of his prcposals, the President has taken 
significant steps toward ensuring this country's continued prosperity. 

[The Statement of David E. Price follows:] 

Prepared Statement of the Honorable David E. Price, a Representative in 
Congress From the State of North Carolina 

Proposed Analog Spectrum Fee 

I am concerned about a proposal in the President's budget to impose an "analog 
spectrum lease fee" of $200 million on television broadcasters. Television broad- 
casters already pay a number of Federal regulatory fees. In addition, there has al- 
ways been an understanding among broadcasters that a "contract" exists between 
them and the Federal Government under which they provide statutorily required 
public service in exchange for use of the broadcast spectrum. What is the justifica- 
tion for this new fee, which according to the February 2, 1999 edition of USA Today 
could cost an average station $164,000 per year? 

Is part of the justification for the fee to encourage stations to transition more 
quickly from analog to digital? Many of the smaller stations around the country al- 
ready face a substantial financial challenge in meeting the deadline to convert to 
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a digital signal. As the bigger stations convert more quickly to digital, will the 
smaller stations' share of the overall fee rise proportionately? 

[The statement of George Radanovich follows:] 

Prepared Statement of the Honorable George Radanovich, a Representative 
IN Congress From the State of California 

Mr. Chairman, thank you for scheduling this hearing today to allow us to review 
the President's FY 2000 budget. I am particularly concerned with issues relating to 
the Interior and natural resources. I would like for the administration to respond 
to the questions below. I appreciate the opportunity to submit this testimony. 

Lands L egacy I ni ti ati ve 

Under this proposal, you envision converting this funding to mandatory next year. 
Why do you want to do this? Will it not have the effect of reducing congressional 
oversi ght? 

Will not this proposal result in significantly increased maintenance costs and 
therefore add to your backlog? 

National Park Service testified last year that its backlog alone was an estimated 
$6.1 billion in 1997, up from $1.9 billion in 1987. I n light of this, what will be the 
impact of such significant land acquisition on eliminating or greatly reducing cur- 
rent backlog at agencies like the Park Service? 

PUT 

The Federal ownership of land is a huge drain on local resources, without com- 
parable revenues as would occur with private ownership of land. One of the solu- 
tions is the PILT program. Why did you not increase Payments in Lieu of Taxes 
to the levels authorized under law in your budget? 

Cal-Fed Project 

Mr. Lew, how many agencies at Interior and across the government are involved 
in working on the California Bay Delta project? What is the total spending re- 
quested by the Administration this year what is last year's enacted level? 

What are the expected future costs of water storage in the watershed? 

Mr. Collins. Mr. Chairman. 

Chairman Kasich. The gentleman from Georgia. 

Mr. Collins. Mr. Chairman, I agree with Mr. Spratt that we 
have come along way since 1992, but I would like to amend that 
we have come along since] anuary 1, 1995 too, sir. 

Chairman Kasich. Well, we are off to a good start here. [Laugh- 
ter.] 

OK, I now recognize the gentleman— where are you from, J ack? 

Mr. Lew. From New York. 

Chairman Kasich. The gentleman from New York is now recog- 
nized. Do you think the Knicks, anybody on that team is going to 
pass this year? 

Mr. Lew. I make predictions about the economy. I leave pre- 
dictions about sports to others. 

Chairman Kasich. All right, J ack, you have got the mike. 

STATEMENT OF J ACOB J . LEW, DIRECTOR, OFFICE OF 
MANAGEMENT AND BUDGET 

Mr. Lew. Thank you, Mr. Chairman, Congressman Spratt. I ap- 
preciate the very gracious and generous introduction. Coming back 
to this committee is in a way coming home. I spent many years in 
this room. I look around at the pictures on the walls, and I can't 
imagine how many years have gone by, and I don't want to add 
them up. 

If I might before going into my opening statement, make a com- 
ment on the first order of business, your vote on Dan Crippen as 
the head of the Congressional Budget Office. I have known Dan for 
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the better part of 20 years. He was a very good and able adversary 
when I was in the Speaker's office and he was in the majority lead- 
er's office in the Senate. I look forward to working with him and 
congratulate him on his nomination today. 

I also understand that today his deputy was named— and actu- 
ally his deputy, Barry Anderson, most recently the most senior civil 
servant at 0MB. He is first rate, and we miss him. We wish him 
and Dan well at CBO. 

If I may, Mr. Chairman, I would I ike to submit for the record my 
formal statement and briefly summarize it in a few minutes. I 
would like to start, if I could, by taking a look at where we have 
come from and where we are going. This really is an historic oppor- 
tunity, and I am proud to be here today to present the President's 
2000 budget. 

It is a document that is more than 1 year's budget. It really is 
a document that will shape the debate for the next decade as we 
go into the 21st century. The historic accomplishment of having a 
surplus of $117 billion in fiscal year 2000 and projecting $4.8 tril- 
lion in surpluses over the next 15 years is really remarkable. 

When you remember where we started out in 1993 when Presi- 
dent Clinton took office, we were looking at a sea of red ink. We 
were looking at deficits that would grow to $600 billion, $700 bil- 
lion, $800 billion in a single year. There was a lot of fear in the 
country, and it was legitimate fear. The question was how could we 
run a deficit of $600 billion in a single year and meet all of our 
obligations and pay our bills? It took tough action in 1993 and, yes, 
in 1997 when we worked on a bipartisan basis to finish the job. 
The outlook for the next 15 years is very strong because of the 
tough decisions that we made. 

The Budget is in Surplus after Years of Deficits 

‘it-r Til- •'1 
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It is important to remember this history as we embark on the de- 
cisions that we have to make now. If we repeat the errors that we 
have sometimes made in the past, we won't have this kind of pro- 
jection in the future. But if we continue the prudent decisions that 
we have made over the last several years, we really could lay a 
foundation for long-term economic growth. 

Over this period it is important to note that the tax burden on 
American families has actually come down and not gone up. The 
success of balancing the budget has been by reducing the size of 
government. A typical family of four, a family that earns $55,000 
a year, is now paying a lower share of its income in taxes than any- 
time in 23 years. A family of four with half the median income, 
roughly $27,000 a year, is paying the lowest share of income since 
1965. Many, in fact most, are getting money back because of the 
earned income tax credit. Even a family of four with twice the me- 
dian income, $110,000, is paying less than the combined income in 
payroll taxes than anytime since 1977. 

And government has gotten smaller. Every year that President 
Clinton has been in office, every budget he has submitted, the gov- 
ernment has taken less of the economy than in the preceding year, 
less of the economy than in either of the two preceding administra- 
tions, and that is no exception this year. The size of the govern- 
ment will fall from 19.7 to 19.4 percent of the economy. 

The key element of reducing government has been to reinvent 
government, and under the leadership of the Vice President, we 
have seen dramatic strides in having a smaller government that 
does more with less. The size of the Federal civilian workforce has 
declined by 365,000. As a percentage of the total workforce, the 
government is now the smallest it has been since 1931, and many 
of our agencies are doing a much better job serving their customers 
better than at any other point. 

Before 1993, when we were looking at that red ink, the deficit 
was going to consume a larger and larger share of the economy. It 
was going to make it very difficult to have resources available for 
the Federal Government to do very many other things. What we 
have got now is the exact opposite with surpluses before us— and 
if I can change to the next chart, I think this tells the story of why. 
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Investing The Surplus For Our Future: 
Cutting the Debt By More Then Two-Thirds 

RdI cl Daci ki GDP 



This picture shows how the debt as a percentage of the economy 
wiii faii if the President's pian is adopted. When the President took 
office, the debt had ci imbed to 50 percent of the economy. Under 
the President's pian over the next 15 years, the debt heid by the 
pubiic wiii faii to 7 percent of the economy. This wiii bring the pub- 
liciy heid debt to the iowest percentage of the economy, 7 percent; 
the iowest it has been since 1917 before the United States entered 
Worid War i. The President proposes to do this with a framework 
for Sociai Security reform and iong-term fiscai discipiine. 

i want to begin by underscoring that the President's commitment 
iast year and his commitment this year is fundamentaiiy that we 
must save Sociai Security first. A statement of good intentions is 
not enough. We need to take action. The framework the President 
has put forward iays out a pian so that after we save Sociai Secu- 
rity, the next steps are dear. 
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Framework for Sociaf Security and Medrcare Reform 
with Long-Term Fiscal Discipline 
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And if you look at the green on this chart, the green shows both 
what the next step is and why that is a good step to take. After 
we have set aside 62 percent of the surplus for Social Security, the 
President has proposed that the next 15 percent of the surplus 
should go to Medicare. The reason it is green on that chart is that 
just as putting money into Social Security will reduce the debt, so 
will putting money into Medicare. And equally important, it will 
put the money aside to keep the promises that we have already 
made. The benefits are already due. It will put the money there to 
keep the promise to pay the benefits that are due in the next gen- 
eration. 

After we fix Social Security and Medicare, the President proposes 
a tax cut, and, as Chairman Kasich noted, it is the Universal Sav- 
ings Account which I hope we can reach a bipartisan consensus on. 
Our view is that tax relief is appropriate, and it should be designed 
to encourage savings. It should be designed toward building retire- 
ment savings so that individuals can supplement Social Security 
and pensions with their own personal savings. After we have put 
12 percent into the tax cut plan, the Universal Savings Account, 
the President has proposed that we put 11 percent of the surplus 
into discretionary spending to meet our national defense and ur- 
gent domestic priorities. I think there is a lot of bipartisan consen- 
sus on many of those priorities. I think we agree on a bipartisan 
basis that there is a need for more resources for national defense. 

I think we agree on a bipartisan basis that there is a need for more 
resources for education. If we are going to put more resources into 
defense and if we are going to put more resources into education, 
we are going to need to set aside some of the surplus to meet those 
commitments. 
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If we look at the next chart, I think it will help explain how the 
plan works. 

Sources of Unified Budget Surplus 
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A lot of questions have been raised about the accounting of the 
President's plan, and a lot of the complexity really relates to how 
we fund Social Security today and how we determine the unified 
budget surplus today. Right now, the unified surplus comes from 
two sources: every dollar that goes into the Federal Government in 
excess of expenditure for general revenue goes into the surplus. 
But just the same, payroll tax dollars in excess of benefits go into 
Treasury bonds, and they go into the Treasury as part of the sur- 
plus. The real question is not where the unified surplus comes 
from. The real question is what do we do with it? 

Now, the President has proposed— and the next chart will make 
this clear— that we have three very real choices as to what to do 
with the unified surplus. 
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Investing the Surplus for Our Future 
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We could give the surplus back as either a tax cut or additional 
spending, but that will have three effects, and I don't think they 
are goodf: it will create new obligations for the Federal Government 
whether it is tax cuts or spending; it will add to the public debt; 
and it won't do a thing to extend the life of the Social Security or 
the M edicare trust fund. 

There has been a lot of debate in the last several weeks about 
debt reduction, and we applaud everyone who endorses debt reduc- 
tion. We are for debt reduction. But it is important to note several 
things about debt reduction: it is good because there are no new 
obligations; it is good because it reduces the public debt. But on its 
own, it doesn't do anything to extend the life of the trust fund. 
And, perhaps, something that we need to consider equally impor- 
tantly, debt reduction has never been a very popular political strat- 
egy. It has never been something that has rarely prevailed when 
compared to tax cuts or spending increases. 

We have come up with a third option that we think is superior 
both in terms of its substantive detail and in terms of the likeli- 
hood of making the tough decisions and sticking to them. The 
President has proposed that we save Social Security and Medicare; 
we undertake no new obligations until we can pay for our old obli- 
gations; we reduce the public debt and get the benefits of a virtu- 
ous cycle instead of the vicious cycle that we have had for the last 
decade. We increase the trust fund assets, and put the money in 
the trust fund so that we can pay the benefits that people are now 
earning and that are due to them. We think that that is the best 
plan for using the surplus. 

There has been a lot of discussion about the many initiatives in 
the budget, and we are very proud of them. We are proud of the 
initiatives that we have pursued over the last 6 years, and we 
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think that they have made life better for the American people from 
Head Start to child care to education to the COPS Program. We 
have seen real effects in the investments we have made. We have 
a lower crime rate; we have a better set of health participants; we 
have better schools. We think that going forward we ne^ to con- 
tinue to make these investments, and, yes, we do need to make an 
additional investment in national defense. We need to make sure 
that going into the next century we continue to have the best fight- 
ing force in the world as we do today. 

Overall, the President's fiscal year 2000 budget provides for im- 
portant priority initiatives by achieving savings in programs. Ev- 
erything in the 2000 budget is fully paid for. The President has not 
allocated a penny of the surplus for discretionary spending until 
2001 to give us time to take action on Social Security reform and 
to take action on a broad plan to allocate the surplus. It complies 
fully with the current law spending caps, and it complies fully with 
the current law pay-go rules. 

We have an historic opportunity for long-term prosperity if we 
rise to the occasion. By bringing down the deficit, balancing the 
budget, running the kinds of surpluses we are now projecting for 
the future, we have put our fiscal house in order. And if I might 
show you one more chart, I think it will show you— the benefits 
will be summarized very simply. 


Interest as a Percent of Outlays in 2014 
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When the President took office in 1993, we were looking out to 
2014— the 15th year of the plan that the President has put forward 
this year— and we were projecting that interest would consume 27 
cents out of every dollar of the F^eral budget. The current budget 
projects for the same year that interest will consume 2 cents out 
of every dollar in the Federal budget. Now, the difference is strik- 
ing. The difference will give us the ability to pay our bills. It will 
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give us the ability to pay Social Security, to pay Medicare, and, yes, 
to have some room for tax relief as the President has proposed. 

What we must remember is that this didn't happen by accident. 
It happened because we took tough action in 1993 and 1997. We 
have fiscal discipline, and we have to maintain the fiscal discipline 
today in order to make sure that this projection becomes reality. 

We look forward to working on a bipartisan basis, to going for- 
ward with a long-term policy of both fiscal discipline and invest- 
ment in our future. We think that this is a once in a lifetime oppor- 
tunity to for us to put down a marker for fiscal discipline and for 
economic prosperity for generations, and we look forward to meet- 
ing the challenges. 

[The prepared statement of J acobj . Lew follows:] 

Prepared Statement of J acob J . Lew, Director, Office of Management and 

Budget 

One year ago. President Clinton set the course of the Nation's budget policy with 
his charge to "Save Social Security First." The President recognized that we were 
entering a new era as we left behind the decades of large budget deficits. He was 
building the foundation for budgeting in this new era of surpluses. 

Fiscal progress has produced a strong economy 

The year 1998 was one of the most extraordinary in modern U.S. economic his- 
tory. We enjoyed the first budget surplus in 29 years the largest ever in dollar 
terms, the largest as a percentage of the economy in more than 40 years. And this 
budget surplus was not the result of a temporary wartime policy, as was the last 
surplus in 1969. We will have a budget surplus again in the ongoing fiscal year at 
an estimated $79 billion, larger than last year's which will mark the first back-to- 
back surpluses in more than 40 years. The budget I present to you today proposes 
a third consecutive surplus the first time that will have happened in half a century. 
And our 1998 budget surplus was the sixth consecutive year of improvement in the 
U.S. fiscal position the first time that has happened in American history. 

The private sector is the key to economic progress, but we have clearly seen in 
the decade immediately past that the Federal Government can either hinder or pro- 
mote economic progress. If the Federal budget deficit is high, so that the cost of cap- 
ital is driven up and the financial future is uncertain, the private sector cannot 
yield the progress of which it is otherwise capable. But if, instead, the Federal Gov- 
ernment declares its intentions of responsible fiscal behavior, and lives by those in- 
tentions and if the Federal Government supplies the public investments that Amer- 
ica needs then the economy is free to prosper. This is the path that this Administra- 
tion has taken. 

I n 1998, we reaped the fruits of 5 years of fiscal responsibility. After the best sus- 
tained growth of business investment since the 1960's, the U.S. economy fueled that 
decades-absent budget surplus. And the economy itself defied the pundits, staying 
on a pace of solid, above-trend expansion, in the face of an international financial 
disruption that broke the stride of most other economies around the world. Unem- 
ployment and inflation both hit three-decade lows, with the lowest unemployment 
rates for African Americans and Hispanics in the history of those statistics: real 
wages continued to grow after more than a decade of stagnation, and a record per- 
centage of adult Americans worked in those higher-paying jobs; the percentage of 
Americans on welfare fell to a 30-year low; the 10-year Treasury bond rate reached 
its lowest level in 30 years; and a higher percentage of Americans attained home 
ownership than at any time in our history. 

The President deserves a great deal of credit for the virtuous economic cycle that 
we now enjoy. The announcement of a firm intention of fiscal responsibility in 1993 
was greeted by a continued reduction of interest rates, which helped to trigger the 
investment boom that has proved central to sustained strong, non-inflationary eco- 
nomic growth. The two other pillars of the President's policy investing in our people 
and our technology, and opening foreign markets to U.S. exports complete this win- 
ning economic strategy. 

The 2000 Budget is a defining moment 

This extraordinary budget-and-economic performance with the budget setting his- 
torical standards and the resilience of the economy setting global standards tells us 
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something. It tells us that we have developed a winning economic policy and that 
we must not turn back. We must not discard the economic philosophy that got us 
here, to this confluence of economic indicators that all sides now agree is the best 
in modern memory. 

So in one sense, our budget policy now clearly should be built on continuity. We 
have achieved a sustained fiscal improvement, and we should continue to sustain 
that improvement. We have an economy that achieved a record sustained peacetime 
expansion, and we should continue to sustain that expansion. 

But in another sense, we have stepped into a new world. Where our budget used 
to be written in red for so many years that people came to take it for granted now 
we are in the black. And this change has tempted some to throw away all of the 
policy principles that got us here. 

For two decades now, there has been much discussion about fiscal discipline, re- 
straint, and deficit reduction. Since 1993, we have taken action; and far beyond the 
expectations of even the most optimistic, we now have budget surpluses as far as 
the eye can see. But now, as the first surpluses appear, it is important that we not 
revert to the practice of cutting taxes and raising spending first, and thinking about 
the fiscal cons^uences later. 

As the President suggested in his State of the Union address 2 weeks ago, this 
is a moment that will do much to determine the character of our country at the end 
of the next century. We can build and strengthen the fiscal foundation that first 
arose in these last few years. Or we can sweep it away, before it is firm and strong, 
and set our economy to foundering again. The choice is clear and the President is 
determined to pursue a balanced program of fiscal discipline and prudent invest- 
ment for thefuture. This budget charts that course into an era of surplus. 

Fiscal policy since 1993 was pivotal to our current good fortune 

To see why fiscal responsibility matters, consider where this Administration start- 
ed 6 years ago. In 1992, the budget deficit was $290 billion, the largest in the Na- 
tion's history. Between 1980 and 1992, the debt held by the public, the sum of all 
past unified budget deficits, quadrupled: it doubled as a share of our Nation's pro- 
duction, or GDP from about 25 percent to about 50 percent. 

These adverse trends showed every sign of accelerating. Both CBO and 0MB pro- 
jected that, without changes of budget policy, growing deficits would add to the Na- 
tion's debt, and growing debt service costs would add, in turn, to the Nation's defi- 
cits. 0MB forecast the 1998 deficit, in the absence of policy change, at $390 billion, 
or 5.0 percent of GDP; by 2003, we expected the deficit to be $639 billion, or 6.6 
percent of GDP. And there was nothing in the forecast to indicate that this expo- 
nential trend would stop. 

This threat was not turned back by accident. It required tough policy choices, 
which the Administration and the Congress took in 1993 and 1997. The President's 
initial economic program cut spending and increased revenues in equal amounts. 
Since that time, deficit reduction (and ultimately surplus increase) has more than 
doubled the estimates for the President's plan instead of the prqected cumulative 
$505 billion, deficits have fallen by $1.2 trillion. That is $1.2 trillion less in debt 
that the American taxpayer must service forever. 

And this deficit reduction has come as much from lower spending as from higher 
revenues. Spending has declined to its smallest share of the GDP in a quarter of 
a century. And thanks to the strong economy, receipts have grown beyond expecta- 
tions, even though the tax burden on individual families is lower than it has been 
for about a quarter century: 

The typical family of four with the median family income of $54,900 will pay a 
lower share of its income in income and payroll taxes this year than at any time 
in 23 years. Its income tax payment considered alone will be the lowest share of 
i ncome si nee 1966. 

A family with an income at one-half of the median level, $27,450, will pay the 
lowest share of its income in income and payroll taxes since 1965. Its income tax 
bill will be negative: it will receive money back because of the earned income tax 
credit. That was never the case before 1998. 

Even a family at twice the median income level, $109,800, will pay less in com- 
bined income and payroll taxes as a share of its income than in any year since 1977. 
Taken alone, its income tax as a percentage of income will be the lowest since 1973. 

Receipts have risen as a percentage of GDP not because of a heavier tax burden 
on typical individual families, but rather because of the extraordinary growth of in- 
comes of comparatively affluent Americans (including capital gains and stock op- 
tions that are not included in measured GDP); and because of the rapid growth of 
corporate profits. 
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The historic bipartisan baianced budget agreement of 1997 has reinforced expecta- 
tions of Federai fiscai responsibiiity. This has had a favorabie effect on interest 
rates, and the economy at iarge. 

In the iast 6 years, we have enjoyed an extraordinary economic performance be- 
cause our fiscai poiicy was responsibie and sound. If we want to continue to enjoy 
such strong economic performance, we must continue our sound fiscai policy. As the 
experience of the iast 20 years deariy shows, budget probiems are very easy to 
begin, and very hard to end. 

Reducing dijt burden is as important to the Nation as it wouid be to a famiiy. 
The Nation must service its debt. If we gratify ourseives today by coiiecting taxes 
insufficient to cover our spending, and accumuiate debt, our chiidren and our grand- 
chiidren wiii have to service that debt. If, instead, we reduce our debt, our chiidren 
and our grandchiidren wiii be freed of the obiigation to tax themseives more heaviiy 
in the futurejust to pay the interest on the debt they inherited. 

The President's proposai wiii fuiiy reverse the buiidup of debt of the 1980's and 
then go further. By 2014, the end of the 15-year horizon of the President's program, 
the combined effects of the President's commitments to Sociai Security and Medicare 
wiii reduce the Nation's debt burden to an estimated 7 percent of GDP. This wiii 
be the iowest ratio of debt to income that the Nation has enjoyed since before it 
entered Worid War I. And as most experts wouid teii us, this wiii be one of the 
greatest gifts that we couid ever give our chiidren, as we exercise our fiscai steward- 
ship of these United States. 

The President's poiicy wouid devote more than three-fourths of future budget sur- 
piuses to reducing the Nation's debt through contributions to Sociai Security and 
Medicare: and wouid dedicate another 12 percent to househoid savings through Uni- 
versai Savings Accounts. This is important to our economic performance for four 
basic reasons: First, it increases the Nation's savings rate, which is criticai to pro- 
ductivity gains and economic growth. Second, it reduces the debt. Third, it improves 
the fiscai position of the country, and puts it on a stronger footing for whatever un- 
certainties might arise. And finaiiy, it improves the retirement security of aii Ameri- 
cans. 

The current challenge is to use the surplus prudently 

In 1993, we faced the challenge of eliminating projected budget deficits of $4.3 
trillion over 10 years. Today we face the enormous opportunity of projected sur- 
pluses of more than $4.8 trillion over the next 15 years. The challenge is to use this 
surplus prudently to maintain our strong economic and budgetary performance. 

We must save Social Security first. A statement of good intentions is not good 
enough for the millions of Americans, retired and working today, who rely on Social 
Security for their retirement security and for protection for their families against 
disability and premature death. From the beginning, this Administration has kept 
its eyes on the future, and taken policies that would benefit the Nation for genera- 
tions to come. It has paid off. Saving Social Security first is precisely such a future- 
oriented policy. 

The President's FY 2000 budget symbolically, as well as financially, "in the black" 
continues firmly on that successful path. The budget maps a course for the Federal 
Government after Social Security is reformed and makes its own policy rec- 
ommendations for the beginning of the bipartisan Social Security reform process 
that the President inaugurated last year. But the budget also draws a line that this 
Administration will not pass without Social Security reform. 

Thus, the FY 2000 budget is fully paid for within the existing budget law. J ust 
as in every previous year, the President has specified his own priority initiatives, 
but has paid for all of them line by line, dime by dime with savings from elsewhere 
in the budget. 

The President's policy calls for a bipartisan Social Security reform, this year. The 
President has already committed 62 percent of our projected budget surpluses 
enough to extend Social Security's solvency almost an extra quarter century, to 
2055. We hope that this will launch a bipartisan process to address long-term Social 
Security solvency. We are gratified that several leaders from the Congress have al- 
ready accepted this principle and hope that both parties, the President and the Con- 
gress, can follow through on this commitment and achieve sufficient additional re- 
forms to extend the solvency of the trust fund at least through the traditional 75- 
year actuarial horizon. 

If we achieve that objective, the budget makes further commitments of the sur- 
plus to priority National objectives in the future. The President proposes to dedicate 
15 percent of the surplus to extending the solvency of the Medicare trust fund. This 
is a key element of the President's program, because the financial security of Medi- 
care will be threatened even sooner than that of Social Security. In 1997, the Presi- 
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dent and the Congress, acting together, made Medicare financiaiiy sound through 
2010. The President's 2000 budget wouid extend that iifetime 10 years further, to 
2020. We see the commitment of the surpius as a vitai step to fadiitate an environ- 
ment in which a bipartisan effort inciuding the current Medicare Commission can 
go even farther; with the time horizon so short, even after the contribution of 15 
percent of the surpius, we cannot delay Medicare reform. As the President stated, 
he wants to consider, as a part of this reform process, expanding Medicare coverage 
to include prescription drugs. 

The President also proposes using 12 percent of the surplus to finance his new 
Universal Savings Accounts "USAs." This proposal includes seed money for Federal 
contributions, plus additional funds for matching contributions if individual workers 
contribute their own money. The matching contributions will provide a larger per- 
centage inducement for low-wage workers. The goal is for all Americans to see the 
rewards of saving building up in these USAs and with this introduction to the 
power of compound interest, to begin to save further on their own. The President 
believes that this program, with its Government seed contribution, has the potential 
to reach even those who have failed to respond to the generous subsidies in the cur- 
rent-law Individual Retirement Accounts (IRAs). 

The President wants a fiscally responsible tax cut. Fie believes that the USA is 
the right kind of tax cut targeted toward the future, and helping the many Amer- 
ican families who have the most difficulty saving for their retirement. It strengthens 
perhaps the most neglected of the figurative three legs of the retirement stool per- 
sonal saving, to stand alongside Social Security and employer pension plans— and 
for the many who have no employer plan, this initiative may be crucial. Most impor- 
tantly, it is part of a plan that fixes Social Security first. 

Finally, the budget proposes that the remaining 11 percent of the surplus be dedi- 
cated to other important priorities including education. National security, and 
health care. In last October's negotiations on the Omnibus appropriations for fiscal 
year 1999, Congressional leaders argued that our National defense needs had out- 
grown the existing discretionary spending caps and, indeed, defense received the 
largest share of the additional emergency funds made available in that legislation. 
Likewise, the American people have recognized that the quality of their children's 
education will determine how they progress in life and also the strength of the fu- 
ture economy. The President's budget is a sound, disciplined way to provide the ad- 
ditional resources for these priorities that both sides recognize will be needed if our 
country is to survive and prosper in the next century. 

The President's framework for Social Security rd'orm and long-term fiscal discipline 
works 

The President's contribution of the surplus to Social Security will use many of the 
existing financial management tools of the Federal Government. It will be in addi- 
tion to the accumulation in the Social Security trust fund that would occur with no 
change in the current law. 

After the trust fund is credited for all of its own receipts, exactly as in current 
law, the Treasury will be left with the unified budget surplus. Each dollar of that 
unified surplus can be used only once for cutting taxes, increasing spending, or buy- 
ing down the debt. The President has brought the debate right to the point: What 
should we do with that surplus? Or to put it another way: If we were to look back 
fifteen years from now, or at the end of the next century what would we want to 
be able to say that we had accomplished with this opportunity? The President wants 
to leave a legacy of building for the future: saving Social Security and Medicare; en- 
couraging Americans to save for their own futures, build wealth, and prepare for 
retirement: investing in education; ensuring our National security: and making 
other key investments. 

So the President started by committing 62 percent of the surplus to save Social 
Security first. Most of the share committed by the President to Social Security will 
be used to buy down the publicly held Federal debt through the periodic debt 
refundings of the Treasury Department, in exactly the same way as debt was retired 
last year. That same amount will be credited to the Social Security Trust Fund, in 
the form of Treasury securities. This same procedure will be followed for the Presi- 
dent's contribution to the Medicare trust fund. 

This commitment will significantly extend Social Security solvency. At the end of 
1999, the currently estimated combined balances of the OASDI trust funds is about 
$850 billion. Through 2014, we estimate that additional contributions to the trust 
funds under the current law, including interest, will total about $2.7 trillion, leaving 
a total balance of about $3.5 trillion. The President's program would contribute an 
additional $2.8 trillion to the trust funds over the next 15 years. Taking into ac- 
count additional interest earnings, that would leave a balance in the trust funds of 
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more than $7 trillion instead of the approximately $3.5 trillion under the current 
law. The President's program will more than double the balances in the trust funds 
over the next 15 years— without accounting for higher earnings on the portion of 
the surplus invested in corporate ^uities. 

Because the President's plan will reduce the public debt, the total obligations of 
the Federal Government will not increase. We are already committed to paying ben- 
efits beyond 2032, when the trust fund is now expected to be exhausted. The Presi- 
dent's proposal would deposit assets in the Social Security trust fund to pay these 
obligations, and reduce by an equal amount the debt borrowed from the public. In- 
terest payments will go to the trust fund, to cover future Social Security benefits, 
rather than to banks, individuals and other investors in Government bonds. 

A small portion of the President's commitment to Social Security (21 percent of 
the commitment) will take the form of holdings of corporate stock. Because the So- 
cial Security trust fund will need that amount of the cash surplus to purchase the 
shares, this contribution will not reduce the public debt. Flowever, it will improve 
the Federal Government's implicit balance sheet to the same degree, but in a dif- 
ferent way. While the reduction of debt will reduce the Federal Government's liabil- 
ities, the corporate shares will increase the Federal Government's assets. The salu- 
tary effect on the Government's balance sheet will be the same, but it will appear 
on the other side of the balance sheet. 

Thus, the President's policy in no way increases the total obligations of the Fed- 
eral Government. In fact, by retiring part of the public debt, it strengthens our econ- 
omy in exactly the same way that reducing the budget deficit, and avoiding the ac- 
cumulation of debt, has helped the economy over the last 6 years. The President's 
program does shift the Federal Government's commitments to Social Security, how- 
ever, and in that way improves Social Security's solvency for the next century. This 
will give Social Security a first call on the economic benefits associated with long- 
term reductions in publicly held debt. 

The President believes that budgeting in an era of surpluses requires a focus firm- 
ly on the future. We must put money aside against our current obligations before 
we incur any new obligations. The President's program does that, by retiring debt 
and accumulating assets against the Social Security commitments that we already 
have. 

We must balance fiscal discipline with prudent investments for the future 

In addressing these priorities, the FY 2000 budget builds upon the investments 
in our people and our technology that were set in motion by past budgets. 

Last year's budget implemented the Balanced Budget Act of 1997, maintained fis- 
cal discipline reserving the surplus until we save Social Security first and provided 
a strategy of targeted investments to help sustain economic growth. For example, 
last year's budget provided resources for: 

The first year's investment to reduce class size by hiring 100,000 new teachers. 
Smaller classes ensure that students receive more individual attention, a solid foun- 
dation in the basics, and greater discipline in the classroom. In this year's budget, 
the President proposes investments in this area, ultimately to reduce class size in 
the early grades to a national average of 18. 

Investments to protect our economic interests at home by responding to inter- 
national economies in turmoil. The disruption in financial markets last year lead 
to economic dislocation in Asia, Latin America and the Soviet Union. This, in turn, 
hurt American exporters, farmers and ranchers, who found that markets overseas 
were beginning to dry up. With President Clinton's leadership. Congress approved 
nearly $18 billion for the International Monetary Fund, a stabilizing force in the 
world economy. 

A guaranteed, record-level investment for the next 5 years in the Transportation 
Equity Act for the 21st Century to continue rebuilding America's highways and 
transit systems, which are essential to continue the growth of modern commerce. 
This legislation also funds programs for highway safety, transit and other surface 
transportation, while safeguarding air quality, and helping former welfare recipients 
get to their jobs. 

Over the past 6 years, the President also worked with the Congress to establish 
and build upon significant investments in education and training, the environment, 
law enforcement and other priorities to help raise the standard of living and quality 
of life for average Americans both now and in the future. For example, the Presi- 
dent's commitment to fund key domestic investments has: 

Advanced cutting-edge research, putting the National Institutes of Flealth on a 
path to doubled funding for research including intensified work on diabetes, cancer, 
genetic medicine, and the development of an AIDS vaccine. 
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Established the children's health care initiative, the largest investment in health 
care for kids since Medicaid was created. Last year, 47 states began programs de- 
signed to provide meaningful benefits to as many as five million uninsured children. 

Increased Head Start's ability to provide greater opportunities for disadvantaged 
children to participate in a program which prepares them for grade school. Last 
year, a boost in Head Start funding put 835,000 children into the program, making 
further progress toward the President's goal of putting a million children in Head 
Start by 2002. 

Invested in public schools to help States and communities raise academic stand- 
ards, strengthen accountability, connect classrooms and schools to the information 
superhighway, and promote public school choice by opening 900 charter schools. 

Protected and restored some of the Nation's most treasured lands, such as Yellow- 
stone National Park, and the Everglades: provided the funds to conserve others; and 
accelerated toxic waste clean-ups. 

Built the COPS program to support community policing. This year COPS will 
reach the goal of putting 100,000 more police on the streets of America's commu- 
nities. COPS has helped reduce violent crime for six straight years. The 21st Cen- 
tury Policing Initiative proposed in this budget will expand on the number of police 
and provide other law enforcement tools to the community. 

This year's budget builds on the President's efforts to invest in the skills of the 
American people. It continues his policy of helping working families with their basic 
needs raising their children, sending them to college, and expanding access to 
health care. It also invests in education and training, the environment, science and 
technology, law enforcement and other priorities, to help raise the standard of living 
and quality of life of Americans. 

Families and Children: For 6 years, the President has sought to help working 
families balance the demands of work and family. In this year's budget he proposes 
a major effort to make child care more affordable, accessible and safe by expanding 
tax credits for middle-income families, and for businesses to expand their child care 
resources: by assisting parents who want to attend college meet their child care 
needs; and by increasing funds with which the Child Care and Development Block 
Grant can help more poor and near poor children. The budget proposes an Early 
Learning Fund, which would provide grants to communities for activities that im- 
prove early childhood education and the quality of childcare for those under age five. 

Education: The President has worked to enhance access to, and the quality of, 
education and training. The budget takes the next steps by continuing to help 
States and school districts reduce class size by recruiting and preparing thousands 
more teachers and building thousands more new classrooms. The President proposes 
improving school accountability by funding monetary awards to the highest perform- 
ing schools that serve low-income students, providing resources to States to help 
them identify and change the least successful schools, and ending social promotion 
by funding additional education hours through programs like the 21st Century 
Learning Centers. The budget also proposes further increases in the maximum Pell 
Grant to help low-income undergraduates complete their college education, and 
more funding for universal reemployment services to help train or find jobs for all 
dislocated workers who need help. 

Environment: This Administration proposes a historic interagency Lands Legacy 
initiative to both preserve the Nation's Great Places, and advance preservation of 
open spaces in every community. This initiative will help address sprawl and air 
and water pollution, through land acquisition, preservation efforts, environmental 
protection and local growth management. The Administration also proposes a new 
financing mechanism. Better America Bonds, to further creation of open spaces in 
urban and suburban areas. The Better America Bonds initiative is an example of 
our use of targeted, paid-for tax cuts to achieve the Nation's priority goals. In addi- 
tion, the budget would restore and rehabilitate national parks, forests, and public 
lands and facilities: expand efforts to restore and protect the water quality of rivers 
and lakes; continue efforts to double the pace of Superfund clean-ups; and better 
protect endangered species. 

Defense: The President is committed to maintaining world military leadership to 
provide for the safety of American citizens and the primacy of American Armed 
Forces. To ensure America's Armed Forces are fully prepared to meet the challenges 
of the next century, the President proposes a long-term, sustained increase in de- 
fense spending to enhance military readiness, improve recruitment and retention, 
and provide the most modern and effective weapons. In addition, these resources 
will reinforce the ability of the Defense Department to counter emerging threats 
such as terrorism, reduce threats from weapons of mass destruction, maintain the 
nation's nuclear deterrent, and provide humanitarian and disaster assistance. 
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Health Care: The President has worked hard to expand health care coverage and 
improve the Nation's health. The budget gives new insurance options to hundreds 
of thousands of Americans aged 55 to 65, and it advocates bipartisan national legis- 
lation that would reduce tobacco use among the young. The President's budget pro- 
poses initiatives to help patients, families and care givers cope with the burdens of 
long-term care; and it helps reduce barriers to employment for individuals with dis- 
abilities. The budget also enables more Medicare recipients to receive promising 
cancer treatments by participating more easily in clinical trials. And it improves the 
fiscal soundness of Medicare and Medicaid through new management proposals, in- 
cluding programs to combat waste, fraud and abuse. 

Embassy Security: The bombings of U.S. embassies in Kenya and Tanzania high- 
light the dangers faced daily by Americans who work in U.S. facilities abroad. The 
budget proposes an increase to the State Department's operating budget to ensure 
protection of embassies and other facilities, and the valuable employees who work 
there. The budget also includes a request for $3 billion in advance appropriations 
for a multi-year security construction program. 

The 2000 Budget saves the surplus until we fix Social Security first 

The President's FY 2000 budget is fully paid for, in compliance with the discre- 
tionary caps and the pay-as-you-go budget rules. The budget allows for appropria- 
tions for important domestic and national security priorities by limiting other dis- 
cretionary spending and achieving mandatory savings. Offsets to discretionary 
spending include the President's tobacco policy (which would reimburse the Federal 
Government for tobacco-related discretionary health care costs), FAA user fees, 
health care savings. Superfund receipts, student loan savings and the recall of addi- 
tional Federal fund reserves at lending guaranty agencies, and reform of the exist- 
ing harbor maintenance excise tax. With the use of these offsets, in keeping with 
longstanding budget practice, the 2000 budget complies with the discretionary 
spending caps. 

The budget provides targeted tax reductions, financed by the elimination of tax 
loopholes, and inefficient or obsolete tax subsidies. Important tax cuts and incen- 
tives, in addition to the President's USA retirement savings program, include the 
tax credit for long-term care needs, the public school construction and modernization 
bonds, the expansion of the child and dependent care tax credit, the new Better 
America Bonds, extension of the R&E tax credit, the work opportunity tax credit, 
the welfare-to-work tax credit, and the tax incentives for reductions of carbon emis- 
sions that cause global warming. I mportant mandatory initiatives include child care, 
the Medicare buy-in, disability and cancer clinical trials programs, and extension of 
health-care programs to immigrants. Taking all of these policy steps together, the 
budget complies with the pay-as-you-go rules, and the tax cuts and mandatory ini- 
tiatives are fully paid for. 

We need adequate resources for a strong defense and critical domestic priorities 

For future years, the budget includes the discretionary resources contemplated as 
a part of the plan for Social Security reform. While these funds will only be avail- 
able if Social Security reform is enacted, the Administration's policy is categorically 
defined including those resources. Social Security reform is one of the President's 
highest priorities for this year and we must work on a bipartisan basis to accom- 
plish this important goal. The comprehensive framework for allocating the surplus 
will also provide these critical discretionary resources. 

The President believes that his discretionary priorities are important to economic 
growth, and to the Nation's well being and quality of life. Some have disagreed, and 
have argued that Federal spending in general is too high. This debate requires some 
perspective. 

First, and perhaps most fundamentally, consider the record. Over the years 1980- 
98, Federal spending averaged 21.9 percent of GDP. But Federal receipts averaged 
only 18.5 percent of GDP. Thus, the Federal budget averaged a deficit of about 3.4 
percent of GDP. When this Administration set out to cut the budget deficit that we 
inherited, our original plan called for roughly equal spending cuts and revenue in- 
creases (with spending cuts in fact slightly larger). While the results of this plan 
have been far beyond what we ourselves anticipated with the deficit falling by more 
than twice as much as our original estimates they did maintain the balance between 
spending cuts and revenue increases. 

In balancing the budget, this Administration has controlled Federal spending well 
beyond the record of its predecessors. As a percentage of GDP, spending in every 
year for which President Clinton submitted a budget has been lower than in any 
year of the two preceding Administrations. In every budget year from 1994 through 
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1998, Federal spending as a percentage of GDP fell. Spending as a percentage of 
GDP in 1998, at 19.7 percent, was the fowest in almost a quarter century. 

Some argue that "Federal spending is still going up." In the simplest terms— total 
dollars with no discounting for inflation, no allowance for the growth of the econ- 
omy, and no allowance for the growth of the population government serves— that 
is true. But even in this format, the analysis tells a great deal about the record of 
Federal spending under this Administration. 

From 1993 through 1998, 31 percent of the simple dollar increase in Federal out- 
lays came because more elderly people retired on Social Security benefits, and prior 
retirees received cost-of-living increases; 26 percent arose because of additional 
beneficiaries and higher costs under Medicare: 18 percent arose because, even with 
a rapidly declining budget deficit and by 1998, a budget surplus there was more 
debt to service, and so net interest costs went up; and 10 percent came from in- 
creased costs under Medicaid, more than two-thirds of which went for the expenses 
of the indigent elderly, blind, disabled, and mentally retarded, many of those in 
long-term care. 

Thus, there has been almost no spending growth in programs other than Social 
Security, Medicare, Medicaid, and net interest. Spending of the entire remainder of 
the Federal Government over 1993 to 1998 shrank by 5.4 percent in inflation-ad- 
justed dollars, and fell from 11.5 percent to 8.8 percent of the Nation's GDP. 

This shrinking of core government operations cannot go on forever if government 
is to accomplish the missions assigned to it. We all take for granted the obligation 
to maintain critical core functions like the FAA, the FBI, and the administration 
of Medicare. As we consider how to budget in this era of surpluses, we must con- 
sider carefully the resources availablefor these loften-anonymous functions that the 
Nation has a right to expect its government to perform well. 

A key element in the Administration's ability to expand strategic investments, 
while balancing the budget, is the reinvention of government doing more with less. 
Efforts led by Vice President Gore's National Partnership for Reinvention have 
streamlined government, reduced its workforce, and focused on performance to im- 
prove operations and delivery of service. And these efforts, by reducing the cost of 
government operations, have improved the bottom line and contributed to our strong 
economy. 

Since 1993, the Administration, working with Congress, has evaluated and elimi- 
nated hundreds of unnecessary programs and projects. The Administration has cut 
the size of the Federal civilian work force by more than 365,000 people, creating 
the smallest work force in 35 years and, as a share of total civilian employment, 
the smallest since 1931. 

The Administration, however, is working to create not just a smaller Government, 
but a better one a Government that best provides services and benefits to its ulti- 
mate customers, the American people. It has not just cut the Federal work force, 
it has streamlined layers of bureaucracy. It has not just reorganized headquarters 
and field offices, it has ensured that those closest to the customers can best serve 
them. 

For 2000, this Administration once again is turning its efforts to the next stage 
of "reinventing" the Federal Government. It plans to dramatically overhaul 32 Fed- 
eral agencies to improve performance in key services, such as expediting student 
loan processing and speeding aid to disaster victims. It also plans to tackle critical 
challenges, such as ensuring that Government computers can process the year 2000 
date change, and making more Government services available electronically. 

Under the 1993 Government Performance and Results Act, Cabinet departments 
and agencies have prepared individual performance plans that they will send to 
Congress with the performance goals they plan to meet in 2000. These plans pro- 
vided the basis for the second Government-wide Performance Plan which is con- 
tained in this year's Budget. For the first time in 2000, agencies will submit to the 
President and Congress annual reports for 1999 that compare actual and target per- 
formance levels and explain any difference between them. 

We have an historic opportunity for iong-term prosperity if we rise to the moment 

There is much to be proud of in America today. By balancing the budget, we have 
not just put our fiscal house in order; we have left behind an era in which the budg- 
et deficit, as the President said recently, "came to symbolize what was amiss with 
the way we were dealing with changes in the world." Today we have risen to the 
challenge of change by preparing our people through education and training to com- 
pete in the global economy, by funding the research that will lead to the techno- 
logical tools of the next generation, by helping working parents balance the twin de- 
mands of work and family, and by providing investment to our distressed commu- 
nities to bridge the opportunity gap. 
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If the deficit once loomed over us as a symbol of what was wrong, our balanced 
budget is proof that we can set things right. Not only do we have wel I -deserved con- 
fidence, we have hard-earned resources with which to enter the next century. 

As the President said, what we do now after having balanced the budget will 
shape the character of the next century. We can build upon our newfound firm eco- 
nomic foundation: or we can squander it. 

The President has brought the debate right to the point: What should we do with 
the surplus? Or to put it another way: If we were to look back fifteen years from 
now, or at the end of the next century what would we want to be able to say that 
we had accomplished with this opportunity? 

The President wants to leave a legacy of building for the future: saving Social Se- 
curity and Medicare: encouraging Americans to save for their own futures, build 
wealth, and prepare for retirement: investing in education: ensuring our National 
security: and making other k^ investments. 

There is no more pressing issue facing us as a nation than the need to guarantee 
that Social Security will be there for generations to come. And there is no better 
time to act than now while the system is still strong. This is truly an exceptional 
moment in America the economy is prosperous, the budget is in balance, and the 
President's commitment to national dialogue has created conditions for constructive 
action. We must seize this moment. 

Chairman Kasich. Mr. Lew, let me— thank you for your testi- 
mony— let me just get in just two quick areas because there are 
members that have questions, and I don't want to— I had a chance 
to make a long opening statement. Alan Greenspan, when he was 
asked about the board that you want to create investing in the 
markets— first of all, the notion that we can use the capital mar- 
kets to be able to solve a large portion of the problem for the baby 
boomers, I believe is right on target. The question is, of course, who 
gets to control it? Do we have a board of smart people or do we 
just let— you know, we call smart people— I know I could never get 
appointed to a board like that— or do we let individuals be able to 
manage their own retirement? I tend to think, j ack, that as much 
as I like you that you worry about your retirement a lot more than 
I worry about your retirement, number one, and so I think you 
ought to have the maximum control to invest your payroll taxes 
rather than I getting on a board and investing your money for your 
retirement, because I think you care about it more than I do. It is 
kind of like what Federal employees get to do. We don't have any 
smart persons board that invests the Federal employees' money; we 
invest it ourselves, and I think everyday Americans are just as 
smart as Federal employees when it comes to planning for their 
own retirement. But Greenspan said in the notion of having a polit- 
ical board investing in the market, he said, "Even with Flerculean 
efforts, right, I doubt it would be feasible to insulate over the long 
run the trust funds from political pressures, direct and indirect to 
allocate capital to less than its most productive use." In other 
words, this board would be subjected to political pressures, and so 
somebody would be making— some board would be making a politi- 
cal decision about our retirement when we don't get the return we 
ought to get because they are considering political pressures of po- 
litical concerns. Wayne Angel, Bear-Stearns, warn^ that the pro- 
posal "enlarges the role of government dictating to the private 
economy to a degree that many of us would find unacceptable." 

j ack, what is wrong with the notion that individuals, you and 
me, should have control over our payroll taxes to be able to direct 
those payroll taxes into investment opportunities that provides for 
our retirement? Why do we need to give this opportunity to some 
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board who get appointed by a President? What is the thinking 
there? 

Mr. Lew. Mr. Chairman, I hope we agree more than we disagree, 
and we begin with the notion that Social Security is the foundation 
for retirement and that individuals should be guaranteed benefits 
as they are today. They shouldn't be subject to the risks that if 
market were to somehow fall the day they retire that they would 
be penalized for the rest of their retirement, but there should be 
that foundation where we have a shared societal 

Chairman Kasich. Everybody agrees on that. 

Mr. Lew [continuing]. Everyone agrees on that. We think that in- 
vesting the Social Security fund to a very modest extent in equities 
is a good idea. We think it gives the Social Security fund the up- 
side potential that all private pension plans and State and local 
government pension plans have today. What we have suggested— 
and we took very seriously the considerations that Chairman 
Greenspan discussed with you— is that it be a truly independent 
board that is insulated from political pressure. 

We suggested that it should not be picking and choosing. We do 
not want any branch of government picking and choosing what ^- 
uities to invest in. We want to have a broad market basket of in- 
vestments with a little bit of everything, where there is an inde- 
pendent board, private managers, the same people who manage 
money market funds, putting these assets into literally the entire 
stock market. That means that we will not be picking and choosing; 
we won't be making the kinds of markets decisions that we agree 
the government should not make. 

The risk that Chairman Greenspan has pointed out is one that 
I think we do have to take seriously. The plan we have put forward 
we believe meets the criteria that he set out. The question is would 
we stick to our guns 5 years, 10 years, 15 years from now to resist 
the temptation to change the plan? I have confidence that the same 
way we have left the Federal Reserve Board as independent as it 
is because that is the right thing to do, we would leave this inde- 
pendent board independent for its entire life. That would be the 
right thing to do, and that is what we are proposing. 

As far as individual choice goes, the Universal Savings Accounts 
give individuals the ability to make decisions on their own retire- 
ment. We wouldn't be telling individuals how to invest that money. 
They would have choices. We need to work through the administra- 
tive detail, because there is a little bit of a tradeoff. Total free 
choice has very high administrative costs. In our Federal retire- 
ment plan, we have modified choice. We have limited options that 
dramatically reduce the administrative costs. What we hope to 
work through as we work on the Universal Savings Account is a 
way to give individuals choice with the lowest possible administra- 
tive costs. 

Chairman Kasich. Right, well, why wouldn't individuals be able 
to have the same limited choice, nevertheless choice, to direct their 
own money? Why should Federal employees have that right, but 
yet I don't have that right if I am not in the Federal Government? 

Mr. Lew. What we are proposing for the Universal Savings Ac- 
counts — 
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Chairman Kasich. I am talking about— no, I am talking about 
for the payroll taxes. 

Mr. Lew [continuing]. Well, the problem with the payroll tax 
being handled that way is that markets go up and markets go 
down. They don't always do it at times that are convenient for an 
individual person's retirement. If it is a small part of the total So- 
cial Security trust fund, we can handle those kinds of fluctuations 
in a way that an individual could not handle it. Our concern is if 
you take out an annuity on a day when the stock market went 
down 10 percent, you are losing 10 percent of the value of your sav- 
ings for the rest of your retirement. That is something where if you 
waited a month, if you waited a week, certainly, if you waited long 
enough it would rebound. And if we share those risks, then we are 
protecting individuals from having the bedrock of their retirement, 
their Social Security benefit, fluctuate. 

Chairman Kasich. But an investment made by a board is sub- 
jected to the same changes in the economy as if I am controlling 
it. In other words, a Federal employee has that option. They get 
to an invest in a series of risk managed accounts, and what you 
are saying is— and the other thing is, of course, we are not talking 
about people putting their money in an annuity tomorrow and tak- 
ing it out the next day. We all know that the power of investing 
in the American economy is that over a significant period of time, 
over decades, the economy is going to return you about 6, 7, or 8 
percent as compared to a government bond. So, we are not talking 
about in and out. 

But let me just ask you this, j ack, to get to the bottom line: Is 
there any way that this administration over the next 2 years would 
permit the individual to be able to direct their— you know, the 2 
percent of payroll— the way that they see fit in a government-ap- 
proved account without this board? Is there any way that we could 
reach agreement on that or do you think that that is impossible? 

Mr. Lew. Well, we have made very clear that keeping the current 
payroll tax to fund the current benefit system is key. We think that 
it would be risky to do anything other than that, but we have 
opened the discussion on giving the individuals the choice on how 
to invest for their own retirement with the Universal Savings Ac- 
counts. 

Chairman Kasich. Right, but, in other words, the notion that we 
take 2 percent of payroll and allow the everyday American to be 
able to direct it in some board-approved accounts like Federal em- 
ployees do, we cannot reach agreement on that in this Congress, 
is that correct? This is a very important point. 

Mr. Lew. It is an important point, and what I want to be very 
clear about is that we are very committed to the current structure 
of a guaranteed benefit. 

Chairman Kasich. OK, the answer is no. 

Mr. Lew. And the guaranteed benefit sounds to me perhaps to 
be incompatible with what you are suggesting. I would like to look 
at a specific proposal before giving you a clear answer. 

Chairman Kasich. Well, you know specifically what we are talk- 
ing about, the Feldstein proposal. I mean, any one of them, Domen- 
ici; any of them, I mean, where you get 2 percent of payroll, and 
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you get to direct it. You would not want the individuals to be able 
to do that, is that correct? 

Mr. Lew. A lot of these proposals have had many lives, and the 
reason I am reluctant to give you a blanket answer is that I don't 
know exactly which one you are referring to. To the extent that 
some of these proposals spend the surplus to give these options and 
don't take the money out of the current payroll tax, it may be more 
like our Universal Savings Account and it may be a tax cut. 

Chairman Kasich. No, we are talking about taking it out of the 
current payroll. 

Mr. Lew. And I think you understand our view on that. 

Chairman Kasich. That is what I was afraid of, the answer 
would be no, so that all these people walking around saying, "I 
think we can get the administration to go along with an agreement 
that individuals ought to be directing some of their payroll taxes" 
isn't going to happen, and I think we need to know that, because 
that then tells us how we are going to look at Social Security and 
how we are going to look at other parts of the surplus. 

Mr. Spratt. Mr. Chairman, they are proposing exactly what you 
yourself were proposing last year. 

Chairman Kasich. What you have to understand, Mr. Spratt, is 
that is a weigh station. What I suggested is if can't go to 2 percent 
of payroll because there is paranoia about the fact that everyday 
Americans can't figure out how to invest their own payroll taxes, 
then what I would like to do instead of that is to give some of this 
surplus to individuals to put it in an account above and beyond So- 
cial Security so they can realize what gains they can make through 
market-oriented investments. But that isn't my solution. My solu- 
tion is that 2 percent to 3 percent of payroll was that we can direct 
in government-approved accounts that can give us a growth of 7 or 
8 percent that can get us out of this problem. So, I am just looking 
for an interim step, something that we can all agree upon that can 
use the magic of the American economy to be able to get us into 
a better position. 

One last question, Mr. Lew, I know that the President in his 
speech in Buffalo— the Washington Post, one of my favorite news- 
papers— and we have got one of their great reporters here today— 
has quoted the President as saying of the surplus "we can give all 
back to you and hope you spend it right. The conclusion being that 
we can't take a chance on that; therefore, we have got to have all 
these targeted tax programs, because if we give it to you, you 
might not spend it the way we want you to spend it." Doesn't it 
make sense to give people broad-based tax cuts and allow them to 
direct it toward what their needs are rather than to have all the 
targeted tax cuts so that we force people to go through a maze in 
order to get their money once they come out the other side? 

Mr. Lew. Mr. Chairman, we think there is a very clear choice. 
We think that we have gotten a fair amount of bipartisan agree- 
ment that putting 62 percent of the surplus aside for Social Secu- 
rity is a good idea. We may have differences to what it means to 
put 62 percent of the surplus aside, but I think we have a general 
agreement that that is the first step. 

When you go beyond that, we think the next step is Medicare. 
We have current commitments to Medicare and over the next 10 
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years we will put $350 billion aside of the surplus to keep the com- 
mitments we already have. On the question of putting that money 
into a tax cut, I think one has to ask about the alternative. If there 
is an alternative plan that would extend the Medicare trust fund 
to 2020 that could reach bipartisan consensus, we would like to see 
it. We think that it is very difficult to cut benefits, it is very dif- 
ficult to reduce payments to providers, and it is very difficult to 
come up with an alternative plan for Medicare that is attractive 
and meets with quick bipartisan approval. 

So, the choice is not just a choice between a tax cut and nothing, 
it is a choice between a tax cut and putting the money aside to 
meet our commitments to Medicare. We think that is the right 
choice. It is a debate that we understand we are going to be hav- 
ing, and it will be a heated debate. We look forward to the debate 
because we think that is the right kind of debate to have when we 
have a surplus. Our view is that we have to be able to pay the bills 
for the commitments that we have today before we undertake new 
commitments 

Chairman Kasich. Yes, I am not talking about Medicare; I am 
talking about your targeted tax cuts as opposed to the notion that 
they ought to be broad-based and let people make their own 
choices. 

Mr. Lew [continuing]. As far as the choice between the Universal 
Savings Accounts and an across-the-board tax cut, I think that that 
is a debate that we should have. We think that the right way to 
get tax relief is to encourage savings, to help people build the im- 
portant leg on the retirement stool— personal savings. They now 
get Social Security. Some get a pension. They should also have sav- 
ings. The alternative could be an across-the-board tax cut. We 
think that the distribution of a Universal Savings Account would 
help working people put money aside for their own retirement. We 
think that the benefits of an across-the-board tax cut would tend 
to go to higher income, wealthier people. This is the kind of debate 
that we could have reasonable disagreements on. We think those 
are choices that we should make. Our view is that Universal Sav- 
ings Accounts are the right way to give tax relief, and we would 
welcome within the framework where 12 percent is allocated to a 
tax cut having that debate. 

Chairman Kasich. Thank you. Director. Mr. Spratt. 

Mr. Spratt. J ack, let me just read from the record what Alan 
Greenspan said: 'The President's approach to Social Security re- 
form is a major step in the right direction, because it would ensure 
that the large surpluses projected over the next 15 years would be 
a positive contribution to national savings." I think it would be use- 
ful if you picked up where you left off in your testimony and took 
us step by step through how you propose to take the trust fund for 
Social Security from around $800 billion today to eventually over 
$6 trillion. 

Mr. Lew. I would be happy to, Mr. Spratt. 

Chairman Kasich. Even though the natural accumulation is 
probably half that amount. How do you do that and at the same 
time that you build up the assets in the trust fund how you would 
buy down the national debt from $3.7 trillion held by the public to 
$1.3 trillion? 
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Mr. Lew. Mr. Spratt, I think that we have to begin by reminding 
ourseives what happens in the trust fund if we do nothing, if we 
do nothing over the next 15 years, the trust funds wiii accumuiate 
$2.7 triiiion in additionai assets. Those assets sit in the trust fund 
in the form of Treasury bonds which have the fuii faith and credit 
backing of the Federai Government just iike a series-E bond or a 
bond bought by a corporation or a bank does. What we are propos- 
ing is to put more assets into the trust fund and have the increase 
go from $2.7 triiiion to $5.5 triiiion, doubiing the additionai assets 
in the trust fund over the next 15 years. And, as you pointed out, 
there is aiready aimost a triiiion doiiars of assets in the fund, it 
wouid bring the totai to over $7 triiiion. 

The question reaiiy is, what happens when those bonds come 
due? How do we pay the biiis? When we came in in 1993, iooking 
at the year 2012, when the Sociai Security Trust Fund was going 
to start to redeem the bonds to pay benefits, everyone was worried. 
They were worried because we were iooking at a deficit in 2012, 
not at a surpius. The question was: if you can't pay your biiis in 
2012, how are you going to pay back the bonds? Weii, we're not 
iooking at a deficit in 2012 anymore; we're iooking at a surpius. 
And because we have a surpius, if we iock in the surpius, we wiii 
be abie to pay those biiis in 2012 through 2055. And the point i 
made eariier about interest— perhaps a usefui way to think about 
it is that a doiiar of interest paid on a Treasury Bond that's heid 
by a bank, or a private investor, is a doiiar that goes from the 
Treasury outside. A doiiar of interest paid to the Sociai Security 
Trust Fund is passed aiong in a benefit. So the doiiar of interest 
has a very different end if you're paying off debt heid by the pubiic 
than if you're paying off debt heid by the Sociai Security Trust 
Fund in the form of assets. We're saying that those doiiars shouid 
be preserved so that we can pay our Sociai Security benefits with- 
out having to make drastic reductions in benefits, without needing 
a big tax increase. 

We think it's prudent. We think it's oniy common sense. Unfortu- 
nateiy, government accounting is compiicated, so it does take a iit- 
tie whiie to expiain and to understand. But we think it is the most 
prudent way to carry forward the fiscai poiicy that's brought us the 
remarkabie resuits that we're now enjoying. 

Mr. Spratt. What happens today with payroii taxes received by 
the Treasury is that the Treasury ends up hoiding the cash and the 
Sociai Security Trustees end up hoiding a speciai government 
bond? 

Mr. Lew. That's correct. 

Mr. Spratt. What you're proposing is to take the cash that the 
Treasury hoids and buy outstanding debt with it, and, in effect, 
transfer that debt in addition to the Treasury speciai bonds so that 
you wiii augment the Trust Fund twice? 

Mr. Lew. That's correct. And instead of having that money go out 
in the form of either spending or a tax cut, iet it buiid up. 

Mr. Spratt. Then, we buiid up to neariy $7 triiiion; that inciudes 
the earnings on the money invested in the market and the earnings 
booked to the Treasury Bonds, and around 2020 we need to start 
drawing down that debt. At that point in time, instead of having 
severai triiiion doiiars in outstanding debt heid by the pubiic, the 
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Treasury will owe maybe $1.3 trillion, according to your projec- 
tions. Debt service will have fallen from 13 percent of our budget 
to 3 percent of our budget, and the Federal Government will be in 
far better fiscal condition to redeem these bonds so that the Social 
Security Trustees can meet the obligations of the beneficiary. Is 
that the scheme? 

Mr. Lew. That is exactly right. And the choice we make today 
in terms of writing down the public debt is the key. If we let the 
public debt go back up, then our interest payments will go back, 
and we will lose the benefits that we've now projected for the fu- 
ture. We need to lock in what we are calling a virtuous cycle; it 
gives us the compounding effect of reducing debt to replace the vi- 
cious cycle that was eating us alive from 1981 to 1993. 

Mr. Spratt. Now, these USA Accounts are not strictly related to 
Social Security. They are supplementary to Social Security. The 
would be paid for, at least in part, by voluntary contributions and 
by government inducements that particularly moderate income citi- 
zens would enjoy. You have not yet defined all of the details, but 
don't you anticipate allowing each individual holder of one of these 
accounts at least the choices that Federal employees now have— ei- 
ther put it in a bond fund or a government bond fund or a cor- 
porate bond fund or a stock market index fund? 

Mr. Lew. Yes, Mr. Spratt. First of all, it's independent from So- 
cial Security, and that's a point we really want to underscore. We 
don't think it should be mingled with Social Security. 

We're working on the details and we're very concerned that as 
we define the details, we have as many good consequences as pos- 
sible. We want to encourage current pension plans to continue to 
provide pensions. We want to encourage individuals who are cur- 
rently saving to add to their savings, not just replace their savings. 
And we want to give them options, but we want to make sure we 
balance unlimited options with the cost of unlimited options. 

One concern we have is that administrative costs can grow if 
there's unlimited option. The current Federal system gives us, all 
of us who are putting our retirement savings into it, a limited 
range of options, where we can put our retirement savings into a 
bond fund, into an equity fund, or into a government bond fund. 
We probably will want more options than that. 

One of the things we hope to work out as we go through this leg- 
islative process is thinking through the consequences and how to 
draw the line in the right place. I don't think it's magic. I don't 
thing three options is magic. Unlimited options equally is not 
magic. Somewhere in the middle is the right balance, and I think 
we need to work together to try to define it so that individuals get 
the benefit of having the maximum return on their dollar go to 
their retirement and not go toward administrative expenses. 

Mr. Spratt. Thank you very much. One last question for clari- 
fication on another subject. Some of the press coverage of the budg- 
et yesterday and some of the criticism made of it by our colleagues 
across the aisle has indicated that there are significant tax in- 
creases in this particular budget, which seems odd at a time when 
we are looking forward to significant surpluses down the road. 

As I look through the budget, I see a redistribution of tax bene- 
fits, from largely corporate taxpayers, who are enjoying what you 
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call unwarranted tax benefits, over to individuals such as mothers 
and fathers who have children, with a dependent care day care 
credit; and mothers and fathers who have parents who are elderly 
and homebound— there will be a credit for them too— a thousand 
dollar credit for their long-term care requirements. It's a redistribu- 
tion there of about $33 billion. 

The New York Times yesterday included the recoupment from 
the tobacco recovery— a recoupment of what the States will be get- 
ting— $19 billion as a tax increase, but that's not a tax increase. 
You've got the reinstatement of a Superfund tax, which is just the 
renewal of the tax. You do have a $5 billion item for recasting the 
way we charge for using the airlines and the airways and the air- 
ports. But other than that— and, of course, your tobacco tax, which 
may or may not be a starter. I 've got my doubt that it will go any- 
where, but in any event, other than the tobacco tax is there any 
significant tax increase in this particular budget? 

Mr. Lew. Mr. Spratt, I think you've got it exactly right. We have 
proposed a variety of revenue raising provisions to pay for a variety 
of tax cuts. We think that closing loopholes for sham transactions 
is something that we can agree is good policy. There are always 
people who benefit from those loopholes who oppose it, but that's 
the kind of normal battle we have to try to make the tax code work 
right. 

What we've proposed in the form of tax cuts, we think are very 
important benefits— whether it's for long-term care or for building 
schools in our inner cities, or for providing for environmental bonds 
to be issued. These are all important investments that we think 
warrant the difficult choices in terms of closing loopholes. 

Now with regard to the tobacco tax— we do have a tobacco policy 
in our budget. I know that it is a policy that not all of us agree 
on, but we feel very strongly that, first and foremost, it's good pub- 
lic health policy. 

Last year, the President put forward a tobacco policy that was 
designed to increase the price of smoking to reduce teen smoking. 
Every day, 3,000 kids start smoking. Half of them develop tobacco- 
related illness. Our goal is to raise the price so that we will reduce 
in half the number of kids who start smoking every day. 

And we are not imposing a burden in a vacuum here. Today, to- 
bacco-related illness is imposing a burden on the Federal Govern- 
ment. We spend $8 billion a year in discretionary programs— the 
veterans' health program, the Department of Defense health pro- 
grams, our own Federal employee health program, and a bunch of 
other smaller programs— to treat tobacco-related illness. 

We would get $8 billion in excise taxes from the tobacco proposal, 
and it would just pay us back. The tobacco companies would pay 
us back for what we're spending as a Federal Government on dis- 
cretionary spending for tobacco-related illness. We think it's only 
fair that that burden should be borne through the tobacco tax and 
not by the general taxpayer; that it shouldn't go to corporate prof- 
its, and it shouldn't go toward the benefit of the companies that are 
selling cigarettes. 

The policy is controversial. We understand that, and we readily 
acknowledge in the budget that this makes it easier for us to fund 
other health priorities and other important programs. But what 
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we're doing is we're getting back the money that we're now spend- 
ing on tobacco-related illness, which we think is only fair. 

Mr. Spratt. Thank you very much. 

Mr. Chambliss. Mr. Lew, I thank you for being here this morn- 
ing. As a new member of this committee, I look forward to working 
with you as we go through this process and hopefully reach an ac- 
cord on this budget. I think it's interesting though that you say 
that there are no new taxes other than a tobacco tax when, in fact, 
as I look at your numbers, you are looking at increased fees for 
Coast Guard navigational services, $701 million; fees on inter- 
national travelers, $1.6 billion; Medicare processing fee, $495 mil- 
lion, which doctors will pay when they process a Medicare claim, 
which means our Medicare patients will pay; FAA user fees, $7.1 
billion; Federal Railroad Administration, $440 million; FDIC, $458 
million; FCC fee, $1 billion, and on and on and on. That's about 
$11 billion over 5 years. If that's not a new tax, I don't know what 
it is. 

I want to talk to you about a couple of different areas. On the 
first one, you know agriculture has always been the backbone of 
the economy of this country, and ag folks all across this country are 
in trouble right now. Nineteen ninety-eight was truly a disastrous 
year. 

We need to make some solid, long-term changes in agriculture 
policy. The best way that we can do that, and certainly I think the 
President agrees with us based upon what he said in his State of 
Union Address, is to come up with a good, solid crop insurance pro- 
gram. In order to do that, we've got to basically throw out what 
we've got in place right now and start over with a new program. 

The President said in his State of the Union that he wanted real 
crop insurance reform this year. Unfortunately, when I looked at 
this budget, I see absolutely zero dollars in the President's budget 
to be applied to crop insurance reform. Would you address that 
question, and tell me exactly how you plan to reform crop insur- 
ance and not pay for it? 

Mr. Lew. Congressman, the budget, as the State of the Union 
does, acknowledges the very important need to revisit our crop in- 
surance program and to reform crop insurance this year. 

As you noted in your question, changing the current system is 
part of what one will have to do to create a new crop insurance sys- 
tem. Our experience in looking at this is that it is necessary to en- 
gage in a bipartisan discussion. We propose to engage in that dis- 
cussion over the year, to make some of those tough choices, which 
are tradeoffs within the agriculture community and between dif- 
ferent priorities of the agriculture community. The budget is a 
tight one. The fees that you described are the kinds of fees that 
we've been proposing for several years now in order to enable us 
to make the important investments that we need to make in areas 
like agriculture. The fees we've proposed in agriculture haven't all 
been accepted, which does make it difficult to provide the resources 
for new programs. I think we need to work together. We need to 
look at what our options are, and we need to make some touch 
choices. It's clear, the President made very clear in the State of the 
Union, and we made very clear last year in our response to the ag- 
ricultural crisis last year, that there was a need for action. But 
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these are tough choices, and they are choices that I think really are 
better made in a process where we're working together than when 
we're just putting competing plans out. 

Mr. Chambliss. Well, I still don't understand why you're not 
willing to fund crop insurance reform, but, be that as it may, it's 
interesting that one of the user fees that you're talking about is a 
fee that's going to be put on livestock processors. Now, when Mr. 
Nussle's hog farmers take their livestock to market, what's going 
to happen is that his farmers are the ones who are going to wind 
up paying that livestock processing fee. So, instead of helping agri- 
culture in that respect, you are going to be reducing income to 
farmers across this country by the increase in the livestock process- 
ing fee. 

The second area that I want to cover with you is in the area of 
national defense. I think we all agree that we've not been spending 
enough money in this area, and even the President in the State of 
the Union said that he wanted to spend additional monies in de- 
fense. He has come up with a figure of $12 billion, which, frankly, 
is a lot of smoke and mirrors— about $8 billion of that I think you 
would agree is just a redirection of current funds and a change in 
projection for inflation. So, we're really talking around $4 billion. 

Of that $4 billion, if we're talking about a pay increase of 4.4 per- 
cent, we're looking at roughly two and a half billion dollars. If you 
pay for Iraq and Bosnia out of that, you're talking about another 
$3 billion, so you're already over that $4 billion in new money that 
the President is willing to put into defense. 

Now, when the service chiefs testified before the Armed Services 
Committee they said that in order to bring every service branch up 
to par, not put us where they'd like to be, but to bring us up to 
par, it would take seventeen and a half billion dollars this year, not 
including the two and half billion for the pay increase. Why in the 
world, if the President wants to make a real commitment to de- 
fense, doesn't he listen to his service chiefs, who say we need $20 
billion just to bring our services up to par? 

Mr. Lew. Congressman, the President has listened to our service 
chiefs. We've been meeting regularly over the last year. From the 
moment that they identified a growing readiness problem, we took 
it very seriously. The President took it very seriously. He met with 
the service chiefs back in September and listened to what was real- 
ly a very different kind of message than he had gotten before. It 
was a message that said things were changing. They were chang- 
ing quickly. And it really required a response. 

We worked very hard from September until we put this budget 
out first to add resources in the appropriations bill last fall to get 
a head start, and then to put together a plan that would take care 
of the highest priorities and all of the immediate needs that they 
identified. 

Yesterday, Secretary Cohen testified at the Armed Services Com- 
mittee at length on this issue, and I won't try to repeat all the de- 
tails he went through. But I think it's fair to say that in his testi- 
mony and General Shelton's testimony, they agreed that what 
we've put forward in this budget is the program that we need to 
make sure that we take care of the immediate problems in terms 
of retention of personnel and in terms of readiness. 
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With regard to the arithmetic on the increase, I would beg to dif- 
fer with your analysis of it. The inflation savings are very real sav- 
ings. In a normal year, when the Defense Department sees infla- 
tion coming down, the funds that they are going to use go down 
because they are not spending a total number of dollars. They are 
buying a certain mix of goods and services. And if the cost of buy- 
ing a helicopter goes down, then that money would not stay in the 
Defense Department budget in an ordinary year. By leaving that 
money in the Defense Department budget, we are permitting them 
to buy more— to buy more helicopters, to give a bigger pay raise. 

I t's very real money. 

In the out years, there is an element of projection here, and, as 
Secretary Cohen testified yesterday, we think the projection is a 
fair one, a reasonable one, and it reflects a commitment to policy. 
But we will follow it on a year-by-year basis. We're committing 
here to a program, a policy level, and if the inflation estimate for 
the future changes, we will have to reconsider the total resources 
required. 

As far as the composition of our increase goes, a quarter of the 
increase in 2000 goes to personnel. That's to pay raises and to re- 
tirement benefits for the most part. The rest of the 75 percent real- 
ly goes into readiness in the first year— spare parts, things like 
that. The procurement budget builds up as we go through the 5- 
year period. It's a very aggressive program. It's the largest defense 
increase in decades. We welcome the debate about the composition 
of it. We have gone through a process with the Pentagon and with 
the chiefs that has been a very, very important in terms of making 
sure that we give the best armed forces in the world the resources 
they need to remain the best armed forces in the world going into 
the next century. 

Chairman Kasich. In the order in which people come in is how 
we recognize them, and the gentleman from Nashville is recog- 
nized. 

Mr. Clement. Thank you, Mr. Chairman. 

j ack, good to have you here today, and I want to say to you on 
behalf of the American people, I think everyone appreciates very 
much the Clinton administration being bold and courageous in put- 
ting a lot of new ideas and new initiatives on the table. I just 
hope— and I really say this in all fairness to all the Republicans 
and the Democrats— I think we should give it every consideration— 
those ideas and new initiatives. And let us not have it dead on ar- 
rival simply because President Clinton proposed these new ideas, 
because people are concerned about the future of Social Security, 
the future of Medicare; about new incentives on savings, a stronger 
national defense, reducing the debt, education— all these are criti- 
cally important. 

Now I had the opportunity last week to speak with Chairman 
Greenspan, and I asked him about the tax cuts. And I know there 
are many that want tax cuts, substantial tax cuts. And I've sure 
voted for them in the past, and I am sure I'll vote for them in the 
future. 

But I asked him about the tax cuts, about the timing of it, about 
right now. He responded to me, "Congressman, I am a Republican. 
Republicans like tax cuts. But our forecasts haven't been real good 
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in the past. As a matter of fact, we should be still running hundred 
billion plus deficits rather than surpluses. I think we should pile 
those surpluses up for the future." You respond? 

Mr. Lew. Congressman, when Chairman Greenspan testified, we 
actually were very heartened by his comments, because we viewed 
them as being really an endorsement of the basic approach that 
we've taken, which is, buy down the debt first. The best thing that 
we could do would be to buy down the debt and to be able to pay 
the bills for Social Security and Medicare that we're already going 
to owe for benefits that people have already earned. 

Now, I think when he was asked the question as between tax 
cuts and spending increases, he gave the kind of answer that you 
described. But he was very clear: the best thing to do would be to 
buy down the debt. 

By putting the money into Social Security and Medicare, we 
think that that's the best way to lock the surplus up, to lock it in 
for a good future, for an economic future and budget future, that 
we all will be proud in 15 years to look back and say we contrib- 
uted to. 

Mr. Clement. J ack, last year we had some major wins for TVA, 
and our Chairman of the TVA Caucus, Zack Wamp, and Van 
Hilleary, who's on this budget committee, too— but the fact is we've 
been zeroed out, and a lot of us don't understand why because if 
you're on the Ohio river system, the Mississippi river system, Colo- 
rado river system, Missouri river system, you get taxpayer dollars 
for flood control and navigation. And, yet, here we're in the Ten- 
nessee Valley Area, and we're not going to get a penny. We rate 
payers are going to have to pay that. 

Now I know there's a misconception that other parts of the coun- 
try are subsidizing our power rates, but nothing could be further 
from the truth. Why should we be zeroed out in the Tennessee Val- 
ley Area? 

Mr. Lew. Congressman, last year when we addressed the ques- 
tion of the Tennessee Valley Authority in the Omnibus Budget bill, 
there was a long-term policy decision made which we think gave 
lasting benefits to the Tennessee Valley Authority, which made it 
unnecessary to have a direct appropriation. There was a conversion 
of debt that the TVA owes to the Federal Government that permits 
the Tennessee Valley Authority to pay less interest because it 
rolled over loans that were at a higher interest rate to be repaid 
at a lower interest rate. If you look at the benefit over the period 
of time, it year by year replaces the appropriation. And, in a sense, 
it gave TVA benefit at least for the next 10 years, so that it 
wouldn't be subject to the year to year appropriations process. It 
was not actually meant to be zeroing out the TVA; it was more of 
a conversion of the form in which the assistance to the TVA is de- 
livered. 

Mr. Clement. My last question pertains to Medicare, and I know 
your proposal is transferring 15 percent of the unified surplus into 
the Medicare Trust Fund. I n order to further extend the life of the 
Trust Fund, the budget includes additional cuts in Medicare pay- 
ments amounting to $9.5 billion over 5 years. I don't know about 
the rest of the country, but in Tennessee, 38 of our 127 hospitals 
lost money in 1997. It appears that 45 hospitals will lose money 
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in 1998. And the Balanced Budget Agreement of 1997 hasn't even 
been fully implemented yet. What is the reasoning behind these 
cuts? Are they really necessary? 

Mr. Lew. Congressman, the Medicare savings fall into two cat- 
egories. A number of them are proposals that we've made in the 
past to deal with some problems that we tend to generally call 
fraud and abuse. They are to clamp down on overpayments and 
things like that. I don't think that's the portion of our savings that 
you are referring to. I think what you are referring to are the re- 
ductions in the provider payments, which are about half to two- 
thirds of our saving. 

Nationwide, hospital profit margins have been very high, even 
after the Balanced Budget Agreement. We understand that there 
are pockets in the country— some rural areas and others— where 
that hasn't been the case. We need to look at what the impact of 
our proposals would be and to make sure that as we work through 
the policy, we don't have unintended consequences. It really was an 
attempt to put savings in the program so that we don't have Fed- 
eral reimbursement resulting in higher profit margins than before 
the BBA, but at the same time, to put resources back into 
healthcare programs, to increase benefits so that people can buy 
into Medicare between age 62 and 65, to make sure that HCFA has 
the kind of reform and stable funding stream so that we can run 
a good Medicare program into the next century. 

We look forward to a debate on these issues. And I would under- 
score that it is separate from this proposal on the 15 percent of the 
surplus. Regardless of what we do on the proposals for immediate 
change in Medicare, we think it's necessary to put the 15 percent 
of the surplus in because if this is an indication of how difficult it 
will be to make the program savings necessary to put $500 billion 
back into Medicare, it means we better save the surplus, and we 
better use the surplus to try and shore up the T rust Fund, because 
we're talking about the concerns raised with $9 billion of savings. 

I magine what the concerns would be if we have $500 billion of sav- 
ings. 

Mr. Clement. Thank you, Mr. Chairman. Thank you, J ack. 

Mr. Lew. You're welcome. 

Chairman Kasich. Mr. Floekstra. 

Mr. FIoekstra. Thank you, Mr. Chairman. Good morning. There 
are a couple of areas I 'd like to ask some questions in. I n the State 
of the Union speech, the President talked about the $15 billion that 
the Federal Government invests in our public schools, and he also 
talked about the need to support what works and to stop support- 
ing what's wasted. 

In your budget proposal, have you outlined specific areas where 
you believe we have been wasting Federal education dollars and 
how we would reallocate those funds? 

Mr. Lew. Congressman, the budget sets forth a general state- 
ment of policy. We will be sending forward an Elementary and Sec- 
ondary Education Act legislative package that will be more de- 
tailed. 

What we have tried to do is put together a package that would 
encourage schools to end the process of social promotion. We put 
a lot of money into after school and summer programs. We need 
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to create an alternative to the current cycle where there's no choice 
but to either leave the kid back or to have a social promotion, be- 
cause they don't have an option that helps them catch up and stay 
in grade. 

We've tried to put incentives in for schools to encourage the 
kinds of performance and excellence that I think we all agree 
should be universal in the schools. Sometimes our Federal pro- 
grams help move things in the right direction. Sometimes they 
don't. We've put a package forward, and, as you know, the ESEA 
proposals will come forward in much more detail very shortly. 

Mr. Hoekstra. And that will include an analysis of the programs 
and the types of approaches that have not worked in the past so 
that we can better learn from those programs and influence what 
we should be doing in the future? 

Mr. Lew. Well, I think I've noted one of the major concerns we 
have. We think social promotion has been a very big problem. We 
think that the job of the schools is to make sure that we promote 
kids and that they are able to perform at grade; and when they 
graduate, they are able to go into the workforce and take jobs. I 
don't think we disagree on the goal. We may disagree on the mech- 
anisms and that's what we hope to work through in the process of 
ESEA reauthorization. 

Mr. Hoekstra. Well, that's what I am trying to get at. I am won- 
dering if you've taken a look at the entire Federal role. One of the 
things that we are concerned about is the multitude of programs 
and the number of different agencies that are dealing with the area 
of education. I am wondering whether the administration has 
taken a look at whether creating a number of new programs with 
additional strings is the most effective way to improve education. 
At other times, the administration has talked about more flexibility 
for local schools and more discretion as to what they can do with 
Federal dollars. I am just wondering as to the administration— 
which way are you going to go— more programs with more strings 
or fewer programs with more dollars and more flexibility back at 
the local level? 

Mr. Lew. Congressman, this year is a little different than other 
years because of the reauthorization of the major education pro- 
grams. And I think we will be proceeding both with the funding of 
the initiatives that we have worked very hard on, from charter 
schools to after school programs; and working on the basic pro- 
grams, to make sure that the basic programs are reformed or 
changed in a way to make the education dollars that we've put out 
more effective. 

I think the question of either/or isn't the way we look at it. We 
have a number of goals. We have specific goals that we accomplish 
through these individual programs, and we have broader goals in 
terms of the very large dollars that we've put out through the basic 
education programs, which the school districts themselves mostly 
control. And we're going into that debate with the goal of preserv- 
ing the independence of the local schools. This is a partnership. 
This is not a case where the Federal Government comes in and 
tells States, cities, and local school districts exactly how to run 
their schools. 
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But it is fair, when so many billions of dollars of Federal money 
are going into the schools, for us to ask some tough questions, and 
for us to challenge the schools to do better in certain areas. 

We hope to do this in a cooperative way. We don't view this as 
the Federal Government coming in and taking over. It's a question 
of getting the balance right. 

Mr. FIoekstra. I think that is exactly right: getting the balance 
right. And our experience would say that there are many at the 
local level who believe we might be getting out of balance. 

On a different front, have you included a projection of the level 
of the gross Federal debt over the budget window in your budget 
proposal. I mean, is the debt, the gross debt going to increase or 
decrease? 

Mr. Lew. We do have projections of both debt held by the public 
and the gross debt. This gets into an area that is complicated, and 
I apologize for using language that's more technical than I like to. 
But the debt subject to limit is a larger number than the debt held 
by the public, because all of the dollars that are in the Social Secu- 
rity Trust Fund in the form of Treasury bonds are subject to limit. 
The existing accounting rules are confusing because we save money 
and we call it debt subject to limit. 

The important measure for the purpose of the economy is the 
debt held by the public. The question of whether or not the Federal 
Government is crowding out private investment really has to do 
with what's happening to the debt held by the public. We will be 
reducing the d^t held by the public from 40 percent to 7 percent 
of GDP over the next 15 years, which means we're freeing up dol- 
lars for private investment and to lower interest rates. And we 
think that is a very good thing for the economy. 

Mr. FIoekstra. I am interested in the gross debt. I mean a debt 
owed to Social Security is not necessarily a lot different than a debt 
owed to the public. You and I may disagree on that, so the gross 
debt does go up? 

Mr. Lew. It does, but Congressman, the reason it is different is 
that the benefits that Social Security owes— that's the real debt. 
We have that debt today. It's not debt subject to limit. But it's a 
moral debt. It's a promise that we've made, and I believe it's a 
promise we will keep. 

When we put assets in the Trust Fund and the debt subject to 
limit goes up, the only reason it's going up is that we're putting 
money behind the promise to pay the benefits that people are al- 
ready entitled to. 

Mr. FIoekstra. But it's still debt? 

Mr. Lew. Yes, technically, those Treasury bonds are debt. 

Mr. FIoekstra. This budget still has gross debt increasing during 
the time frame of your budget proposal, is that correct? 

Mr. Lew. It's correct, but it's increasing for a good reason, be- 
cause we're holding on to those assets. 

Mr. FIoekstra. Good. 

Mr. Smith. Will the gentleman yield? 

Mr. FIoekstra. Thank you. I'll yield for a minute, yes. 

Mr. Smith. J ust noting that I noticed CBO in their estimate 
didn't have an increase in total debt. 
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Chairman Kasich. A compassionate man iike i am. The 
gentieiady from Oregon is recognized for 5 minutes. 

Ms. Hooley. Thank you, Mr. Chair. 

Chairman Kasich. For 5 minutes and 15 seconds. 

Ms. Hooley. Thank you, Mr. Lew, for your presentation. 

i want to go back to Medicare. We've taiked a iot about Sociai 
Security, i mean, i 've read a iot in the paper about it seems there's 
some agreement that we're going to put 62 percent into Sociai Se- 
curity. Medicare is a much more immediate probiem, and where 
we're going to run out of money much quick in Medicare. And i, 
too, am concerned about some of the cuts that are proposed in 
there, i mean, again, i was taiking to some of our hospitai peopie 
yesterday and some of the smaii hospitais because of the reduction 
they are aiready facing in a 6-month period ended up being in seri- 
ous troubie. So i am concerned about that. 

But i am aiso concerned about what do we do if we don't put this 
15 percent into Medicare. What's our next step if that doesn't hap- 
pen? Do we increase payroii taxes? Do we decrease benefits? What 
are some of the aiternatives without that 15 percent? 

Mr. Lew. Congresswoman, that is the important question, be- 
cause what we're proposing today is a budget that has many 
choices in it. When we say put the surpius aside for Medicare, 
we're iooking at the aiternatives. The aiternatives are very iarge 
increases in payroii taxes or very iarge reductions in benefits. 

Ms. Hooley. Teii me what you mean by iarge increases? What 
are we iooking at? 

Mr. Lew. J ust the Medicare portion of the payroii tax, which is 
currentiy 2.9 percent, it wouid have to be 3.4 percent starting in 
fiscai year 2000. That means raising payroii taxes by .5 percent 
just to provide the kind of additional resources that we're talking 
about here. That's an 18 percent increase. We would be doing a bad 
thing to the economy if we put that kind of a tax increase in place 
right now. No one has proposed it, but if we don't set the money 
aside from the surplus, we have to be honest with ourselves about 
the choices. The choices are those kinds of payroll tax increases or 
benefit cuts or reductions to providers. 

And, as I said to Congressman Clement, we understand that $9 
billion of savings forces us to make tough decisions. It forces us to 
ask questions about whether your healthcare providers are being 
treats fairly or not, and we certainly do want to treat them fairly. 
To come up with $500 billion would require choices that are just 
enormously difficult. We saved $130 billion in the Balanced Budget 
Agreement. This is much bigger than that. And we think before we 
make any new commitments, whether it's to a tax cut or to large 
spending increases, we have to pay the bills that we owe. And 
that's why we put this plan forward. 

Ms. Hooley. Thank you. 

Chairman Kasich. But let me ask you a question. You can make 
no programmatic changes in Medicare, none, if you don't raise the 
payroll taxes. You don't reduce benefits. What you do is put a 
bunch of bonds in and say you've extended the live of Medicare, 
isn't that correct? 

Mr. Lew. Well, we have put more assets in the Trust Fund. 
There's only three ways to extend the life of the Trust Fund. You 
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can raise taxes, you can cut benefits, or you put more money. And 
we are putting more money in. We think that's the right thing to 
do. 

Chairman Kasich. You can put more money, but you put more 
bonds in, which draws against the public. I mean you didn't put 
any money in there. You put the bonds in there. We have to honor 
Social Security. But we didn't put any money in there. That's a 
bookkeeping entry. 

Mr. Lew. What we're saying is that those bonds have first call 
on Federal revenues, and that's the right thing to do. It's the right 
thing. 

Chairman Kasich. Right. But you've made absolutely no pro- 
grammatic changes in Medicare at all that would control any of the 
spending. You just say we're going to have more bonds in here, and 
so that can be drawn down on our kids. I mean 

Mr. Lew. Mr. Chairman, we agree that there's a need for serious 
programmatic reform. What the President said in the State of the 
Union and what he will be saying today again is we need to start 
by putting 15 percent of the surplus aside. We then need to go 
through the process that the Breaux Commission is going through. 
We will need to go through together to make the kinds of tough 
choices. And as we make those tough choices, we need to find sav- 
ings. We also need to look at some real problems in terms of the 
benefit package. We need to have that kind of a discussion. But 
this will only make it easier. Any alternative has the burden of 
coming forward and answering the question, how would you extend 
it for 10 years if you don't save 15 percent of the surplus. 

Chairman Kasich [continuing]. Right. But my only point is you 
presume that there is an infinite drawing down on our paychecks. 
And you have done nothing to make one single change in the Medi- 
care program. You're just saying I am going to put bonds in here 
that our kids are going to pay, and we're going to pay. And we got 
all these bonds in there on Social Security that we're going to pay 
and we're going to draw down on. I don't know if the Democrats 
understand this, but there is no guarantee we're going to have 
enough money to pay all these things down. 

Mr. Lew. Mr. Chairman. 

Chairman Kasich. But to say we're going to put more lOUs in 
an account, and that extends the life of the program. I mean that's 
what we're talking about. We're not talking about one single choice 
that changes one crossed T or dotted I in the program. We're just 
saying there's more obligations to Medicare. And I agree with you, 
j ack, we're going to have to get the point where this commission's 
going to have to come through. But to say that we got more bonds 
in this fund, that should make us more all feel better is— I don't 
think that's leveling with folks. 

Mr. Lew. Mr. Chairman, the real choice is what we do with the 
projected surpluses. If we, for example, have a large tax cut, that 
large tax cut will reduce revenue in the future. We're saying that 
rather than reduce 

Chairman Kasich. Of course, now that's a matter of opinion. 

Mr. Lew [continuing]. Well, that's what most economic analysis 
shows: when you give a tax cut, you have less revenue. 
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Chairman Kasich. Well, that's not what is shown on capital 
gains. It's actually generated a heck of a lot more revenue. In fact, 
that's one of the reasons why we've had the big spurt in Treasury 
collections. 

Mr. Lew. The choice that we're suggesting is that rather than 
have the revenue first be given back to a tax cut, we should put 
the money aside so that the first call on the surplus is to pay these 
bills. 

Chairman Kasich. Right. Right. 

Mr. Lew. And that is a choice. We understand there's a choice. 
It's the kind of debate we should be having. 

Chairman Kasich. It's a first call, but it's not the money. Show 
me the money. I'll recognize the gentleman from New Hampshire, 
Mr. Sununu. 

Mr. Sununu. Thank you very much, Mr. Chairman. Thank you 
for being here, Mr. Lew. I appreciate your taking the time. I know 
it's not easy. You follow in distinguished footsteps. Mr. Raines, I 
think always was very willing to enjoy the give and take and be 
forthcoming with information, and I think you've done the same. 

You were very candid about the user fees and the tax increases 
that are part of this budget proposal. And you talked a little bit 
about some of its targeted tax relief, the very narrow targeted tax 
relief. The summary that I 've seen— the total is for those taxes that 
are increased— it's about $82 billion in tax increases; about $26 bil- 
lion in user fees over 5 years. I think the tobacco tax increase is 
one of the bigger of the tax increases. What is the 5-year total of 
the tobacco tax increase? 

Mr. Lew. The 5-year total on the tobacco increase is about $33 
billion. 

Mr. Sununu. OK. So, $33 billion in tobacco 

Mr. Lew. Excuse me, $34.5 billion. 

Mr. Sununu [continuing]. Thirty-five billion in tobacco tax in- 
creases is obviously a big chunk of the total tax increase. And the 
ranking member of this committee doesn't think that tax increase 
is going to go anywhere. Now, I am sure the administration feels 
very good about its ability to change minds, but I submit that when 
the ranking member of the Budget Committee doesn't think that 
the biggest part of your tax increase proposal is going to go any- 
where, then you might have problem moving this budget package 
forward. What's your reaction to that? 

Mr. Lew. My reaction to that is really to go back to what the 
purpose of the tobacco policy is. We feel very, very strongly that the 
tobacco policy is the right policy for the country. If we want to re- 
duce smoking, if we want to improve public health, we know that 
the most effective way to do it is to raise the price. We also know 
that the tobacco companies have been raising prices on their own 
and increasing their profits, and that that's wrong. We shouldn't be 
raising the price for the benefit of the producers of cigarettes. We 
understand it's a debate that is going to be tough, but we're anx- 
ious to get into that debate. We think it is the right debate to have. 
And we think the American people will be well served if we prevail. 

Mr. Sununu. You think you're going to win. You think you're 
going to be able to increase tobacco taxes this year. 

Mr. Lew. We're going to try hard. 
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Mr. SuNUNU. You also included some money from the tobacco 
settlement with the States. I take it, you've run that idea past the 
States' governors? 

Mr. Lew. Well, we were very careful with regard to the States 
to try and lay out a framework for working together with the Con- 
gress and with the States. There's nothing in the fiscal year 2000 
budget that presumes an agreement on our proposal for using the 
Federal portion of the States' settlement. What we've said is we 
want to work with the States and with the Congress to identify a 
list of common Federal and State priorities so that we will identify 
Federal costs that the States would pick up as part of the settle- 
ment. Now, obviously, that would reduce the burden on the Federal 
Government, and it would free up resources for other purposes. We 
think that that's only fair. Medicaid is a Federal Program. Flalf of 
the Medicaid dollars are Federal dollars. The tobacco settlement 
gave all those dollars back to the States. We understand it's going 
to be tough, but we think it's the right thing to do. 

Mr. SuNUNu. Once again, I think you're going to have a very 
tough time getting the support of the Nation's governors who I 
think have taken the lead on this issue; but, moreover, probably 
feel very strongly about keeping those funds to spend or to invest 
locally. And certainly, we've seen that a lot of local governments. 
States, municipalities tend to be more efficient than the Federal 
Government in whatever kinds of investments they make. 

Mr. Lew. I should point out, though 

Mr. SuNUNU. I don't have much time. It's just a comment. That's 
not a question. And I would like to talk about the user fees, be- 
cause you've got a few, quite a few. 

And Mr. Chambliss began to read through the list, but I think 
it bears repeating because it is a lengthy list. There was a sugges- 
tion earlier that the tax increases in this budget represent a redis- 
tribution of wealth. And I think that's accurate. I suppose the as- 
sumption is it's a redistribution of wealth from the good taxpayers 
to the bad taxpayers; or, from the bad taxpayers to the good tax- 
payers. And that suggests I guess that some people, Americans, 
wouldn't be affected by the tax and fee increases. And I'd like to 
read through those user fee increases that are in your budget pro- 
posal: food safety inspection fees; animal-plant health inspection 
fees; grain inspection fees; Forest Service fees; navigational fees; 
fisheries management fees; patent and trademark fees; trade pro- 
motion fees; healthcare financing fees; Food and Drug Administra- 
tion increased user fees; physician fees; managed care fees; pro- 
vider certification fees; claim submission fees— all of these are user 
fees of the Medicare program— bankruptcy filing fees; alien certifi- 
cation fees; Coast Guard fees; hazardous material transportation 
safety fee— we're all for safety; customs air and passenger fees; cus- 
toms access fees; commercial accident investigation fees; rail safety 
inspection fees; pesticide registration fee; analog spectrum fee; So- 
cial Security claimant fee; Federal Aviation fee. This is an interest- 
ing one. We changed the harbor fee to a harbor tax; or, rather a 
harbor tax to a harbor fee. I am not sure what the impact there 
is. We have bank exam fees, and finally Medicare premiums. 

Flave we left anyone out? It seems there can't possibly be anyone 
in America that's not impacted in one way or another from an in- 
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crease in a user fee on an activity that they might rely on weekly, 
monthly, or everyday of their life. 

Mr. Lew [continuing]. Let me, if I can, distinguish between three 
different categories. There are certain loophole closers which— I 
don't want to use ther terms "good" and "bad"— are closing down 
loopholes that shouldn't be there. I don't think that we would have 
a disagreement if we identified a sham 

Mr. SuNUNU. These aren't loopholes. 

Mr. Lew [continuing]. No, no, I understand. 

Mr. SuNUNu. These are all user fees to be clear. 

Mr. Lew. I am just trying to identify the different categories. I 
don't think any of us would want a tax incentive for a sham trans- 
action. We do have the tobacco tax 

Mr. SuNUNU. I didn't mention the tobacco tax, either. These are 
all user fees. 

Mr. Lew [continuing]. I am trying to separate 

Mr. SuNUNU [continuing]. These are not taxes. 

Mr. Lew. I am trying to separate the categories. 

Mr. SuNUNU. They are not loopholes. 

Mr. Lew. The user fees— which I think you have sort of merged 
with these other proposals in terms of the total numbers you've 
used— are really different in kind. And we believe that when the 
Federal Government provides a service, whether it's at a port of 
entry or at a food inspection station, that the industry that gets the 
benefit of the service should pay for it. 

You use the example of the harbor fee. I realize that no one who 
represents a port city will be grateful that there's a harbor service 
fee proposal. But the Supreme Court struck down the former har- 
bor fee that Congress passed because it was technically flawed. 
What we've put forward is a proposal that is technically not flawed, 
which reflects the policy that was already there. They are not all 
new fees. That's one of the larger ones. Many of the ones you used 
as an example are very, very small. That one is quite large. User 
fees are not popular by the users. Users would like to get services 
for free. I ndustries would like to get corporate subsidies. Chairman 
Kasich has taken the lead in identifying the need to close corporate 
loopholes and to do all that we can to make the government not 
provide unwarranted benefits. 

The user fees mostly fall into that category. And, when you take 
them one by one, I think we probably could agree on more of the 
policy than we could the politics. 

Mr. SuNUNU. Well, I appreciate your answer very much. I've 
tried to be clear, and the user fees there represent $26 billion. And 
you are right to distinguish that from the tax increases that are 
separate and above that $26 billion. Thank you very much. Thank 
you for your patience, Mr. Chairman. 

Chairman Kasich. You're very welcome. The gentleman from 
Pennsylvania is recognized for 5 minutes. Mr. Hoeffel, yes. That 
would be you. 

Mr. Hoeffel. Thank you, Mr. Chairman. 

Chairman Kasich. Where are you from in Pennsylvania? 

Mr. Hoeffel. I am from the suburbs of Philadelphia, which is 
what I want to ask my question about. Many of us from the sub- 
urbs are interested in the livability proposal that the administra- 
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tion has come forward with. Some say that the proposed spending 
would be helping social planners save or get involved with buying 
up open space. And the critics of the program seem to think that 
it's not an effective way of managing resources, controlling growth, 
or actually improving economic opportunities. Could you address 
some remarks to how the funding mechanism, which seems to be 
a Federal tax credit for investors in local and State bond issues 
that would generate the funding, would be used for open space and 
growth management programs. Could you address how that's going 
to actually improve the quality of life in the suburbs and improve 
the economic growth in the suburbs? 

Mr. Lew. Congressman, we have a number of initiatives in the 
area of lands, what we call the Lands Legacy and the Livability 
Agenda. The green bonds that you are referring to are one compo- 
nent which would provide additional access to capital at a lower 
rate for environmentally sensitive investments, both in preserving 
open spaces and in improving the use of existing spaces that are 
not open spaces. We think that if you look at the combination of 
the initiatives in terms of preserving large public spaces, the Lands 
Legacy, encouraging the process of local planning to preserve open 
spaces, and providing access to capital so that the preservation of 
open spaces and the cleaning up of spaces that are currently used 
really answers a need that many Americans feel strongly about as 
we enter the new century. 

Around the country, there is a growing concern that we're living 
in pretty good times right now. We have an obligation to take a 
view that's a little bit longer, and ask what are we going to do to 
leave behind cleaner waters, more open spaces, cleaner air. And 
we've tried to put together a program that's not big government; 
that doesn't say we're going to come in and tell local communities 
what to do. We're not going to come in and tell industry what to 
do. But we're going to give mechanisms, broad mechanisms, so that 
the grassroots movement, which is very strong— this is us respond- 
ing to the American people, not the American people responding to 
us— has the tools to do more of what they are doing already. 

And we're hopeful that this is an agenda that will have biparti- 
san support. It does seem to me to respond not just to the interest 
of suburban Americans, but urban and rural Americans as well. 

Mr. Hoeffel. You seem to be addressing the problems of sprawl, 
of unregulated growth that sort of leapfrogs out from the urban 
centers and replicates new infrastructure and new schools and new 
highways. And we keep building and building further and further 
out without reinvesting in the already populated areas, and, in the 
process, we use up a lot of open space and farmland and spend a 
lot of time in traffic gridlock. 

This has never before been viewed as a Federal problem, and I 
applaud the administration for recognizing the role that the Fed- 
eral Government can play in promoting some funding mechanisms 
but also elevating the problem to a national level. 

Mr. Lew. You've actually pointed out one element that I left out, 
which is using our transportation programs to encourage the kind 
of planning that really is important. We have to be able to get to 
and from the places we need to do business and live without en- 
croaching on our remaining open spaces. 
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Mr. Hoeffel. On another subject, just quickly. You mentioned 
Chairman Kasich's proposal for corporate welfare reform in the last 
Congress. And I recognize the administration has identified unwar- 
ranted tax benefits in this budget proposal. I used a number of the 
Chairman's proposals in my campaign. I thought th^ were right 
on target. Have you reviewed what he called for, and is there some 
common ground there? 

Mr. Lew. Well, we've had more ability of reaching agreement on 
the concept than on the details. [Laughter.] 

There are some items on that list that I think we do agree on. 
There are other items where I think we consider it important in- 
vestments in technology, where he would put it on the list as a cor- 
porate subsidy. There are important questions to ask. If you look 
at our user fees, if you look at the loophole closers, I think there's 
a shared objective of trying to make sure that we don't squander 
government resources with subsidies for private interests that don't 
need them. The devil is in the detail. 

Mr. Hoeffel. Right. OK. Thank you very much. Thank you, Mr. 
Chairman. 

Chairman Kasich. j ust for the information of the committee, we 
do intend to have a hearing on corporate welfare before we do any- 
thing with the budget. It will be coming up, and it should be inter- 
esting. I don't know who all will be there, but I know that Mr. 
Nader will be there, so it should be interesting. And I 'll bet we will 
have a few press people in attendance for that one. j ack, you can 
come, too, if you want. 

Mr. Lew. I'd be delighted. 

Chairman Kasich. OK. Anyway, my— I think one of my heroes, 
j im Ryun, is recognized for 5 minutes. 

Mr. Ryun. Thank you, Mr. Chairman. I want to go back to a sub- 
ject that was discussed a little bit earlier, but I'd like to get into 
it in a little more detail with r^ard to national security. I appre- 
ciate the President's interest in increasing pay as well as the bene- 
fits. And yet, I want to read a quote from the House Armed Serv- 
ices Committee regarding the military personnel and their con- 
cerns. Two top reasons that they are leaving: number one, I am 
tired of working extended shifts due to lack of help; and I am tired 
of being away from my family. Now, while we recognize that there's 
a need for pay i ncreases— j ust this morning General Reimer recog- 
nized that he needs as much as $5 billion, but he's going to do well 
to have $2.4 billion. And part of the reason he needs that money 
is that a lot of these people have left; a lot of his NCOs have left, 
and it's weakened our military forces. In part, I want to send a 
message to the President to urge him to consider increasing the 
amount of money that is being set aside now for military, especially 
recruitment, because we are at a point where retention is very, 
very difficult. 

But part of my question is going to go back to base closures. Rob- 
ert Bell said earlier this year that he felt that there could be bil- 
lions of dollars saved as a result of base closures, and yet the DOD 
has indicated that it would actually be a net cost of roughly $2.4 
billion. Does this administration really think that they can save 
money through base closures that would contribute to the budget 
i n some way? 
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Mr. Lew. We very much believe that base closures do contribute 
to long-term savings. The problem in terms of bringing the budget 
and the policy together are that in the short term base closures 
cost you money. I n the long term, they save you money. 

If we start with the premise that when the military identifies re- 
sources they don't need— bases that are not serving a useful pur- 
pose— we all worry about the dislocation, and whether we will need 
those resources in the future. We need to go through a careful proc- 
ess to balance these considerations. But once the decision has been 
made— once a BRAC-like process has concluded that a facility is no 
longer needed— if we spend the money to do it right in a short 
term, 10 years from now, the savings will be very substantial. De- 
fense is not a 1-year kind of budget. The defense budget is done 
over 6-year periods of time. They take very seriously the year to 
year and multi-year impact of the decisions. There are only about 
three or four places in the government where multi-year planning 
is so important. I think because of that, looking at BRAC not as 
a contributor to savings this year or next year but perhaps as a 
cost and as a contributor to savings for the next decade for the first 
decade of the next century is really the right way to do it. By 2008 
or 2010 the savings are very real. 

Mr. Ryun. I am not totally convinced of that because if we are 
already in a spot, in a real problem with the number of people that 
we're sending out, we're deploying so often our troops are weary— 
if we're going to reduce the number of bases, and I am still not con- 
vinced it's going to be savings. I would just like to simply express 
my concern over that and ask the President to reconsider that. Mr. 
Chairman. 

Chairman Kasich. Well, I want to thank you, Mr. Ryun. I want- 
ed to let you know, I want to congratulate you on being the second 
American to break the 4-minute mile. I was actually the first one. 

I did it in a school-yard behind my house. Mine wasn't "finalated." 
I just didn't tell anybody, J im. [Laughter.] 

OK. Oh, Mr. Price from North Carolina is now recognized for 5 
minutes. 

Mr. Price. Thank you, Mr. Chairman. Mr. Lew, let me add my 
welcome and ask you to elaborate on a couple of aspects of your 
testimony. 

I n some ways, this first question picks up on the line of question- 
ing Mr. Hoekstra was pursuing. It has to do with the debt reduc- 
tion, which I think most people agree is one of the strongest fea- 
tures of your proposal— the great strides that you're proposing to 
make in paying down the publicly held debt, from $3.7 trillion to 
$1.2 trillion, or from 42 percent of GDP to 7 percent by 2015, under 
current assumptions. 

Why have you chosen the mechanism that you have of transfer- 
ring 77 percent of the surplus over the next 15 years to these trust 
funds— to the Social Security and Medicare Trust Funds— in order 
to accomplish this purpose? Why do you choose that? I understand 
that part of the reason is the political appeal, of course, of address- 
ing the long-term trust fund shortfalls, but I think we do need 
some elaboration on exactly how this is going to work, because you 
are essentially moving that debt into the trust funds. As you said, 
the debt subject to limit is going to remain, but I also understand 
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you to say, and now your— the last chart you showed a moment ago 
about the implications, those two kinds of debt have very different 
implications for annual interest outlays and thus for our capacity 
in the future to meet those obligations to those trust funds when 
those bonds come due. So could you elaborate on that, because I 
do think there's some confusion on the point of exactly what this 
debt reduction entails. 

Mr. Lew. Congressman, I would be happy to elaborate. Usually 
I start with the substance, and then I go to the politics. But I think 
in this case, it may make sense to start with the politics. 

It's very important that we actually accomplish the debt reduc- 
tion. The notion of reducing the public debt is a difficult concept, 
but a very important one. And in the past, when the choice has 
been presented to pay down the debt held by the public or spend 
money on a tax cut or on other popular programs, it has been very 
hard, very, very hard, to sell debt reduction as a policy against a 
tax cut or a spending increase. So the politics is very much con- 
nected to the substance. To get to the debt reduction, I think we 
need more than just a passive debt reduction. We need to have a 
reason to do it. 

The substance is very important as well. Debt reduction doesn't 
really do anything to extend the life of the trust fund. Yes, it 
means that we can pay the trust funds what they are currently 
due, and that's very important because it really is the first part of 
our plan— to make good the promises we've already made, the 
Treasury bonds that are in the trust fund now will be paid more 
easily just by simple debt reduction. But we want to increase the 
assets in the trust fund. We want to say that come 2020, there 
should be more T reasury bonds in the trust fund, and there should 
be more dollars being committed to Social Security rather than los- 
ing those dollars to a tax cut or spending increases. That is a sub- 
stantive difference of great importance. That's why our plan goes 
from 2032 to 2055 in terms of trust fund solvency. The Social Secu- 
rity actuaries have looked at it. They've written a letter, which I 
would be happy to submit for the record; that it has that effect; 
that our plan would extend solvency to 2055. And that would not 
be true of simple debt reduction. Debt reduction is not bad, but we 
think that what we propose is better. 

[The letter referred to follows:] 

Office of the Deputy Chief Actuary, 

Social Security Administration, 
Woodlawn, MD,J anuary 26, 1999. 

Harry C. Ballantyne, 

Chief Actuary 

Long-Range OASDI Financial Effects of the President's 

Proposal for Strengthening Social Security— / n/brmat; on 

The President's proposal, presented in the State of the Union ad- 
dress on j anuary 19, would require that transfers be made from 
the General Fund of the Treasury of the United States to the Old- 
Age, Survivors, and Disability Insurance (OASDI) trust funds for 
each year 2000 through 2014. The amount of transfer for each year 
would be specified in law as a percentage of the OASDI effective 
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taxable payroll. In each year 2000 through 2014, 21 percent of the 
transfer would be used to purchase stock and 79 percent would be 
used to purchase special interest-bearing obligations of the Treas- 
ury. All dividends would be reinvested in stock until the market 
value of all stock held by the OASDI trust funds reached 14.6 per- 
cent of total OASDI trust fund assets. Thereafter, the percentage 
of total trust fund assets that is held in stocks would be main- 
tained at 14.6 percent. 

The proposal would extend the estimated year in which the com- 
bined OASDI trust funds would become exhausted by 23 years, 
from 2032 to 2055. It would reduce the size of the estimated long- 
range OASDI actuarial deficit by over one half, from 2.19 to 0.76 
percent of taxable payroll. (Due to interaction among provisions, a 
complete elimination of the actuarial deficit will require additional 
OASDI changes that would reduce the present law deficit by up to 
1.0 percent of taxable payroll.) These estimates are based on the 
intermediate assumptions of the 1998 Trustees Report and other 
assumptions described below. 

If transfers were invested only in government bonds, the esti- 
mated year of trust fund exhaustion would be extended by 17 
years, from 2032 to 2049. The estimated long-range OASDI actuar- 
ial deficit would be reduced from 2.19 to 1.20 percent of taxable 
payroll. This result also provides an indication of the sensitivity of 
the estimates to variation in the expected yield on stock. If, for ex- 
ample, the actual yield on stock over the next 50 years is no great- 
er than the expected yield on government bonds, the estimated 
year of trust fund exhaustion would be extended from 2032 to 
2049, rather than to 2055 with expected stock yield. 

Stock investments would be managed by several brokerage firms, 
selected by competitive bid. Stock investments would be required 
to reflect the composition of all publicly-traded stock in the United 
States (for example, the composition of the Wilshire 5000 index). 

T ransfers from the General F und of the T reasury would be made 
each year 2000 through 2014. The estimated amount of transfer for 
each year is shown below, based on the intermediate assumptions 
of the 1998 T rustees Report. 

Estimated Amounts To Be Transferred to the OASDI Trust Funds 

Billions of Current Dollars 


2000 

$ 81.4 

2005 

117.4 

2010 

256.4 

2001 

67.2 

2006 

148.6 

2011 

280.0 

2002 

88.3 

2007 

174.8 

2012 

300.0 

2003 

87.2 

2008 

203.2 

2013 

316.0 

2004 

105.6 

2009 

232.5 

2014 

324.4 


Amounts transferred would indirectly reflect values for years 
2000 through 2014 that are about 62 percent of the expected uni- 
fied budget surplus estimated by the Office of Management and 
Budget for the President's Fiscal Year 2000 Budget. Actual trans- 
fers for each year would be specified as the product of (a) the val- 
ues computed under these budget projections, expressed as a per- 
centage of OASDI effective taxable payroll, and (b) the then-current 
estimated taxable payroll at the beginning of each year of transfer. 
Revisions in amounts transferred each year would be made as esti- 
mates of taxable payroll for the year are finalized. 
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0A5DI Trust Fund Assets in Stock 

The 1994-96 Advisory Council on Social Security requested esti- 
mates assuming that the total annual real yield on stock invest- 
ments would ultimately average about 7 percent, approximately 
the average (geometric mean) yield on stocks so far this century. 
(Total yield includes dividends as well as capital growth.) Esti- 
mates for this proposal are based on a more conservative assump- 
tion for the average ultimate total annual real yield of stock at 6.75 
percent. The nearly four-percentage-point difference between this 
assumed ultimate real stock yield and the Trustees' 2.8-percent as- 
sumed ultimate real yield on government bonds held by the trust 
funds is assumed to be maintained throughout the 75-year projec- 
tion period. 

The table below provides the estimated percentage of OASDI 
trust fund assets that would be held in stock at the end of each 
year 2000-14. The stock holdings are estimated to reach the level 
of 14.6 percent of total trust fund assets at the end of 2014, after 
which point this percentage would be maintained under the pro- 
posal. 


Percent of OASDI Trust Fund Assets in Stock, End of year 


2000 

1 . 7 % 

2005 

6 . 6 % 

2010 

11 . 2 % 

2001 

2 . 8 % 

2006 

7 . 6 % 

2011 

12 . 1 % 

2002 

3 . 9 % 

2007 

8 . 5 % 

2012 

12 . 9 % 

2003 

4 . 8 % 

2008 

9 . 4 % 

2013 

13 . 7 % 

2004 

5 . 7 % 

2009 

10 . 3 % 

2014 

14 . 6 % 


If the average yield on stocks is greater or less than assumed 
over the period 2000-14, the year in which the specified level of 
14.6 percent of assets in stock is reached would be sooner or later 
than the end of 2014. 

The portion of the total value of publicly-traded stock in the 
United States that is held by the OASDI trust funds will depend 
not only on the yield achieved in the market, but also on the rate 
of growth in the total market value of all stock. The total value of 
stock represented in the Wilshire 5000 index (a fair representation 
of all publicly-traded stock in the United States) was $9.3 trillion 
at the beginning of 1998. Assuming that the total market value of 
publicly-traded stock will rise generally by the rate of growth in 
GDP after 1998, the trust funds would hold less than 4 percent of 
the total market value, on average, over the next 40 years. 

Average Percentage of Total Stock Market Value Field by OASDI 


2001-14 1 . 9 % 

2001-20 2 . 9 % 

2001-30 3 . 7 % 

2001-40 3 . 7 % 

2001-50 3 . 4 % 


Stephen C. Goss, 
Deputy Chid" Actuary. 

Mr. Price. Now, you are paying interest on the debt held by the 
trust funds as well as on the debt held by the public. 

Mr. Lew. That's correct. 
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Mr. Price. But as I understand it, the interest payments have 
vastly different implications for year-to-year outlays. Can you ex- 
plain that? 

Mr. Lew. In the Federal budget, we usually look at net interest. 
That is, the interest paid to the public. And if you look at the path 
of a dollar, I think it is crystal clear what the difference is. If a 
bank owns a Treasury bond and cashes it in, then the Federal Gov- 
ernment will pay the bank interest on the Treasury bond. If the So- 
cial Security Trust Fund owns the Treasury bond, then the Federal 
Government will pay the Social Security Trust Fund the interest 
on the bond. 

Now, I think the difference between a dollar of interest for the 
private holder of a bond and a dollar interest for the Social Secu- 
rity Trust Fund is the difference between night and day. The Social 
Security Trust Fund will take that dollar and pay a benefit that 
is currently owed. We're not increasing benefits. All we're saying 
is make sure the dollars are there to pay the benefits that we've 
already promised. I think if we have a choice to look back 15, 20 
years from now and ask ourselves, are we paying more debt to pri- 
vate holders of government bonds, or are we paying more debt to 
pay Social Security benefits? We will feel a lot better if the dollars 
are there to pay the Social Security benefits and we don't have to 
make the cuts in benefits, and we don't have to increase taxes. 
That's a choice. It's a choice which I think is made crystal clear 
when you look at the alternative of what you do with the unified 
surplus. A tax cut or large spending increases lead you one way. 
Paying down the debt and putting the money into the trust funds 
lead you a very different way. 

Mr. Price. Thank you. My time is about to expire. Let me ask 
you one further, quick question about the tax cuts that are con- 
tained in your proposal. I understand that there are a number of 
tax cuts. I think we all think, one way or another, when we're in 
surplus we should take advantage of that to return money to the 
American people. There is significant disagreement about exactly 
how we do that. But you're talking about childcare tax credits for 
stay-at-home parents. You're talking about incentives for employers 
to provide childcare on site. You're also talking about school con- 
struction. A lot of people don't understand it. That is a tax provi- 
sion— the school construction. The long-term care tax credit. And 
then finally these USA accounts. 

Since we are about out of time, perhaps the two you could focus 
on would be the school construction and the USA accounts, because 
I don't think it's generally understood that those are, in fact, tax 
incentives. Flow would they work? 

Mr. Lew. Well, they are very different. The tax provision for the 
school construction program would make the investment in bonds 
that would finance school construction treated preferentially for tax 
purposes so that the interest wouldn't be subject to tax. It would 
make it easier to raise capital and would leverage the Federal in- 
vestment, so that every dollar that we put into the tax expenditure 
for a school construction bond would bring many more dollars into 
school construction. It's a very efficient way to bring a lot of dollars 
into school construction that we probably couldn't do in a direct 
Federal appropriation. 
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It's fully paid for. We have offsets of $33 billion in our budget, 
of loopholes closers and other unwarranted benefits. That would be 
a paid-for proposal that we could go forward on today before we 
deal with Social Security. 

The USA account is part of our framework for Social Security 
and the surplus. And we very much believe the USA accounts are 
the right way to give tax relief, but first we have to fix Social Secu- 
rity. So, first we have to put 62 percent aside for Social Security. 
Second, we want to put 15 percent aside for Medicare. And we 
think it does come first: keeping our obligation to Medicare comes 
first, even before the USA account. 

Then, after we've done that, after we've taken 77 percent of the 
surplus and dedicated it to paying the bills for Social Security and 
Medicare, we think there should be a tax cut. And the USA ac- 
counts would be an incentive for individuals to save for their own 
retirement. Moderate- and low-income individuals would get a Fed- 
eral tax credit, which would start them off in savings. Any dollar 
above that amount would be matched. Middle-income taxpayers, 
higher-income taxpayers would get less of a credit and more of a 
match. It would be very progressive. It would be a way to bring ev- 
eryone into retirement saving so that it's not just something that 
the few have, but it becomes a basic, standard part of planning for 
the future. 

It has several very important effects. It would increase national 
savings, whereas many tax cuts would not. It would help individ- 
uals get into the habit of saving and hopefully save more than the 
amount that we help them save through the USA accounts. And 
most importantly, it would give the kind of tax relief that I think 
there is a broad consensus that we need to think about in a very 
targeted way that would benefit the economy and benefit working 
Americans, as opposed to squandering it or spreading it in a way 
that might be less fair. 

Mr. Price. Thank you, Mr. Chairman. 

Mr. Chambliss [presiding]. We want to give as many members 
as possible an opportunity to ask questions. So, if you will, let's 
abide by the 5-minute rule. And, Mr. Lew, when you see the red 
light come on if you would please speed up your answer. The gen- 
tleman from New Hampshire, Mr. Bass. 

Mr. Bass. Thank you. I am sort of in the never-never land be- 
tween microphones. Thank you very much, Mr. Lew, for appearing 
here today. And I want to make a general comment that I think 
I personally believe that the President has moved forward, espe- 
cially in the area of Social Security, to begin a bipartisan dialogue 
toward dealing with the issues of both solvency as well as struc- 
tural reform of the system that does give Americans the— a little 
more say over their retirement plans. And we do have some major 
disagreements. But I think it's a major start— or a significant start. 

I share Mr. Sununu's concern about the issue of user fees, not 
only the idea that the user fees on aviation will have a significant 
impact, in my opinion, on aviation safety, but also on another area: 
on the concept that taking it— trying to loop what is, in effect, a 
settlement for tobacco— damages that occurred between States At- 
torneys General and the tobacco companies and the Federal Gov- 
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eminent somehow would try to grab a portion of that for its own 
damages, I think is wrong. 

I guess my question— I 've been a long-time advocate of special 
education. And reading in the budget here, you have a significant 
decrease in special ed. Now, I understand that you advance fund 
in the fiscal year 2001. I was just wondering if you could explain 
to me why you cut special ed funding from $5.1 billion to $3.1 bil- 
lion, and then advance fund it back in fiscal year 2001, $1.9 billion, 
calling that the academic year. Is it not true that ultimately what 
you're really doing is taking money in the year 2001, in the very 
beginning and putting back into the year 2000 in order to make it 
look like you're staying within the budget caps, and, in effect, what 
you've really done is cut special education by $2 billion. 

Mr. Lew. Congressman, what we've done in special education 
mirrors what the appropriators did last year with Title I. Last 
year, I believe it was a total of $6 billion of advanced appropria- 
tions, and we've said in the area of special education, in order to 
make room for the kinds of increases that we think are necessary 
in 2000, we should do the same thing. It doesn't do what I think 
you suggested in the question which is cut special education. J ust 
as we're providing the full dollar of program benefits in the Title 
I program, we would be providing the full dollar of program bene- 
fits in the special education program. It's an accounting issue as to 
what year you attribute it to, and by attributing it to the portion 
of the fiscal year that matches up with the school year, it does give 
us the ability to spread it over 2 years, and then continue that 
going forward. 

Mr. Bass. But the academic year begins in September, not Octo- 
ber. I am going to quibble with you on a month there. And what 
you're really going to have to do— I understand that this is an ac- 
counting gimmick. But why don't you just put the money in the 
proper fiscal year, which b^ins on September 1 and admit the fact 
that what you're really trying to do is to redirect priorities to your 
other spending programs at the expense of special education and 
use a— I— sometime the chickens are going to come— I hate using 
cliches— they are going to come back to roost here. And then the 
next fiscal year, you're going to have another advance. You're going 
to do the whole budget with advanced— I am not going to support 
or give credit to advance appropriations. I don't agree with it in 
Title I, either. But the reality of it is why not just put the money 
in special ed and not cut it by $3 billion, $2 billion? 

Mr. Lew. As I said. Congressman, we're not cutting it. What 
we're doing is we're financing it in a different way. So it's not a 
cut. 

As far as the advanced appropriation question goes, it's a fair 
question to ask. And there have to be limits on how much of it we 
do, and I agree with you that it can't be done infinitely. 

Last year, the House Appropriations Committee faced spending 
limits that were very difficult in the area of Labor-H HS. The House 
never passed a Labor-H HS appropriation bill. What the House 
committee did, I believe, was eliminate programs. I believe it elimi- 
nated the Low-Income Home Energy Assistance Program. It elimi- 
nated the Summer J obs Program. And that was something that we 
had a pretty heated political debate about. 
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The Senate t<x)k a different tack. The Senate did put these ad- 
vanced appropriations in, and it was a way to accommodate a 
broader set of priorities within the budget rules. It's not a perfect 
solution to tight caps. But it is a solution that works under the 
budget rules as long as we do it in a careful way. 

I would argue, as with many of the choices we're discussing in 
terms of the surplus, it's compared to what. And we think that the 
advanced appropriation has no programmatic effect. I wouldn't re- 
duce a penny of benefits in the year that they are needed. And that 
is the important programmatic issue. 

As far as budgeting goes, I agree that we have to be very careful. 
And we are being very careful. 

Mr. Bass. I appreciate. We will not only say that I believe that 
special education— that an increase in funding for special education 
should be a priority before we start discussing the new spending 
bills, the new spending proposals which, not only in new programs 
but in existing programs, equal well over— all right. I'll make it 
up— $1.5 to $2 billion in the next fiscal year. And I yield back, Mr. 
Chairman. 

Mr. Chambliss. Thank you. The gentleman from New Jersey, 
Mr. Holt. 

Mr. Holt. Thank you, Mr. Chairman. And it's good to see you 
here this morning. Thank you. 

Mr. Lew. Thank you. 

Mr. Holt. What particularly pleases me about the budget you're 
proposing is the emphasis on the long term. And you, I would say, 
have resisted the temptation for immediate gratification in order to 
invest in things that will be with us for a longer period of time, 
or so that they can be with us for a longer period of time— Social 
Security, environmental protection, and so forth. 

I'd like to look for a moment, though, at what we need in order 
to maintain our long-term productivity growth, and that would be 
education and research and development. And I am particularly 
pleased to see that you're talking about employer provided edu- 
cational assistance as well as workplace literacy and that sort of 
thing. 

I wanted to get a sense of how many people will be affected by 
these programs? What long-term effect this will have on the quality 
of our workforce? 

Mr. Lew. It's difficult for me to give an exact number of the peo- 
ple affected, but the goal behind our literacy initiative is twofold: 
first, there is a big problem that we have a lot of people who have 
graduated high school and come into the workforce without the 
basic skills that they need. And that's not fair to them. It's not fair 
to society. We need to address that. We need to address it in terms 
of adult education. We need to make sure our schools produce re- 
sults so that we don't have that problem in the future. 

We also have an awful lot of immigrants who are here as legal 
immigrants, who deserve the same chance that many of our par- 
ents and grandparents got to learn English and to get into the 
workforce and make the contributions that we've always relied on 
immigrants to make in this country. And we've been very, very for- 
tunate. Generation after generation has. Our adult literacy initia- 
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tive really deals with both of those challenges. I'd be happy to get 
back to you with the exact numbers. 

[The numbers referred to follow:] 

According to the Department of Education, 5.712 miiiion aduits wouid be served 
under the aduit iiteracy program if it were funded at the fiscai year 2000 budget 
request ievei. This is an increase of 1.249 miiiion over the fiscai year 1999 appro- 
priation. 

Mr. Holt. But just to get a sense, I would appreciate further in- 
formation on how much of our workforce this could be expected to 
help. 

And on the question of research and development, what do you 
see the effect of your budget having on our overall research and de- 
velopment effort. 

Mr. Lew. Yes, we've had a very aggressive funding commitment 
to research and development for a number of years, and we've 
reached the point where, in some areas, we have gotten ahead of 
the schedule that we set out. We're now ahead of the schedule to 
double NIH. 

We've tried in this year's budget to have a balanced approach, to 
make sure that basic science gets the funding increases in areas 
like NSF, and the Department of Energy, where some of the core 
theoretical science is done. There are slightly larger increases in 
those areas than in NIH, not because we don't support NIH, but 
because it was time to have a little bit of catch up on that kind 
of basic science. NIH benefits greatly from the basic science re- 
search done at NSF. And I think the percentage increase is about 
7 percent in NSF, and we've kept NIH equal with inflation. That 
is ahead of schedule to getting to the doubling of Nl H that we pro- 
posed over the last few years. We think it's a very important com- 
mitment and it is an investment in the future. 

It's very difficult in the area of science to predict very accurately 
what you're going to get for each dollar you put in. We've worked 
very hard with the departments and the agencies that do science 
research to focus their dollars well, but to leave them the room 
through the process of peer review panels that they use to choose 
the best recipients for research dollars, not to micromanage and 
think that we know what breakthroughs they are going to find. We 
haven't been disappointed. The pace of scientific discovery only in- 
creases, and we're proud that our investments have been part of 
that. 

Mr. Bass. Thank you, Mr. Lew. I yield back the balance of my 
time. Thank you, Mr. Chairman. 

Mr. Chambliss. Thank you. The gentleman from California, Mr. 
Herger. 

Mr. Herger. Thank you very much, Mr. Chairman. And thank 
you, Mr. Lew, for being with us. 

I'd like to take just a little bit different tack. One is to com- 
pliment the administration on at least what in general we're hear- 
ing that would at least on the surface give the impression that 
we're not spending wildly; that we are being responsible; that, to 
use the terminology of the previous inquirer, that we're not seeking 
immediate gratification. 

But my concern is when we look at the fine print of President 
Clinton's budget. And I am reminded of an editorial that was in 
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one of our city newspapers here just a couple of days ago, which 
shares my concern. It had tax and spend, tax and spend, tax and 
spend. Now that's very, very different than the spin than we seem 
to be hearing. We're talking about these large surpluses that we 
have. But yet, under these large surpluses, looking at your docu- 
ment that you've put, put out by the Executive Office of the Presi- 
dent on Management and Budget. And we look at even with these 
projected surpluses, we look at what happens to the national debt. 
And I notice that you try to differentiate between government and 
public debt as though somehow there's something different there, 
but most of us out in— at least where I come from— a debt is a debt 
is a debt— and it's something that someone someday will have to 
pay for— probably our children or grandchildren. But just looking 
at your numbers on page 389 of his document, where it shows what 
our debt will be. For 1998, $5.4 trillion, to 1999, $5.5 trillion; 2000, 
$5.7 trillion. I could continue reading for each of the next 5 years, 
not only with our projected surplus; not only does this debt not 
come down, it goes up. And it's increasing each and every year by 
your own document, despite what you may be saying, to the tune 
of $1.3 trillion increased debt over the next 5 years. 

Now, I am concerned about that. When I go to my town hall 
meetings, the people I represent in northern California are con- 
cerned about this. And I notice that you have attempted in the last 
couple days— over in the Senate and here as well— to somehow 
make a different— to differentiate between the debt we owe out to 
the public and what the government owes; that somehow that dif- 
fers. 

And I'd like to have you explain to me how it's different? Is it 
not true that this debt is something that future taxpayers, i.e., our 
children and our grandchildren, at some point down the line will 
have to pay for? And isn't it very disingenuous to be talking about 
how we're really taking care of things when, in essence, we are in- 
creasing the debt on the heads of our children each and every year 
over the next 5 years by a total of $1.3 trillion? 

Mr. Lew. Congressman, I have been trying to distinguish be- 
tween debt held by the public and the debt subject to limit, because 
I think it's a distinction that really does make a big difference. A 
dollar of interest paid on debt held by the public is a dollar that 
is going to an investor in a bond, and that's fine. It's a good thing 
to pay i nvestors 

Mr. Merger. A taxpayer out— they are receiving some money for 
that? 

Mr. Lew [continuing]. Yes, a bank, a corporation, an individual. 

I don't mean it as a pejorative. It's going to someone who's invested 
in a Treasury bond and we're paying it. But the dollar is gone as 
far as the Federal Government is concerned. 

Mr. Merger. Into the hands of a real, live person. 

Mr. Lew. A dollar paid to the Social Security Trust fund is going 
to pay a dollar of benefits that's already owed. When we calculate 
the debt, we don't add into that calculation all of the Social Secu- 
rity benefits that are going to have to be paid that aren't already 
funded. 

We're not increasing the moral debt of the country by a dollar 
when we put a dollar in to the trust fund and say that we're going 
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to pay that dollar of benefits that we already owe. And because of 
government accounting, the debt subject to limit does go up when 
we put those assets aside. But our moral commitment is there. 

The fact that we put a bond in the trust fund is the second step. 
The first step is we've made a promise, generation to generation, 
and unless we plan to break that promise, we're going to need the 
dollars in the future to keep it. What we've said is you can't keep 
that promise if you also spend the money today, on either a tax cut 
or a spending increase. And yes, it does commit future dollars. It 
says the first call goes to Social Security. The second call goes to 
Medicare. Those are promises we've already made. Before you 
make any new commitments, let's keep the promises we've already 
made. 

Mr. Merger. OK, in other words what you're saying— let's follow 
your reasoning through. Right now, I think about two-thirds of our 
Federal budget is going to some type of entitlement. People are en- 
titled to this. It's already by law spoken for. So, in essence, what 
you're saying is that we're just going to increase that percentage 
so that our children some day, who are the only ones who are going 
to pay for this— I mean, this isn't funny money. It doesn't somehow 
come out of thin air. Someone is going to pay for it, and the real 
difference is, as I hear you explaining this in real world terms, is 
that the difference is that rather than give somebody this interest 
today, some real world individuals out here, what we're going to do 
is indebting our children and grandchildren; and yes, it would first 
call, but still we are an indebting— a debt is a debt is a debt— we're 
indebting somebody to pay this taxpayer somewhere down the line. 
Isn't that— well, let me just make a statement. In my mind, that 
is immoral what you are doing. That is basically lying to the Amer- 
ican public at a time when we have surpluses and leading them to 
believe that everything is OK. We're taking care of your problem. 
When, in reality, just exactly the opposite is true. 

Mr. Lew. If I could just respond briefly. Congressman. We think 
exactly the opposite. We've already made a promise. We've made a 
promise, and all of our projections in terms of the share of the Fed- 
eral Government that goes to Social Security and Medicare assume 
that we're going to keep the promise. We're just putting the money 
behind the promise and saying let's not make new promises until 
we put the money aside 

Mr. Merger. As long— you're— a debt you're putting behind it. 
You not putting money. You're putting something that will be paid 
by some future taxpayers, is that correct? 

Mr. Lew [continuing]. Well, if we don't spend 

Mr. Merger [continuing]. Isn't that what it is. Isn't that what a 
bond is? 

Mr. Lew. If we don't spend the money on a tax cut or a spending 
program today, those dollars will be there in the future. 

Mr. Merger. A piece of paper written up in West Virginia will 
be there. OK, thank you. I think the point's made. 

Mr. Chambliss. I want to recognize my friend from Massachu- 
setts for his questioning. And let me just say that we've still got 
a number of members here. We've got three votes. So it's probably 
going to take us 25 minutes for these votes. If you all want to come 
back and ask questions of Mr. Lew, if you're available, we'd like to 
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have that option if members want to come back. Or, we can submit 
written questions. What's the preference of the committee? 

OK, we got some that would like to come back. Can you stick 
around? 

Mr. Lew. I would be delighted to stay if members would like to 
come back. 

Mr. Chambliss. OK. Great. I recognize the gentleman from Mas- 
sachusetts, Mr. Markey. 

Mr. Markey. Thank you, Mr. Chairman, very much. 

Mr. Lew, as we look at your pie chart over here, 62 percent of 
the pie chart is dedicated to Social Security? 

Mr. Lew. That's correct. 

Mr. Markey. Now the way that I understand it is that the Re- 
publican 10 percent across the board tax cut would consume an ad- 
ditional 38 percent, is that correct? 

Mr. Lew. That's my understanding. 

Mr. Markey. Now, the way I've heard it on television in the last 
couple of days, Mr. Archer and Mr. Domenici have both said that 
the 62 percent now up for Social Security makes some sense to 
them. I think that I've heard that. If that's the case, that means 
that the Republican 10 percent across the board tax cut consumes 
all of the money that would be expended for Medicare, all of the 
money for the universal savings accounts, all of the money for de- 
fense, all of the money for education, all of the money that's left 
on that pie chart. So the 10 percent tax cut, obviously, is something 
that threatens every other program, except to the extent to which 
I guess I would say that I am not worried that the money will be 
found by the majority for the defense budget. I think they are find- 
ing that one. But that puts even more pressure on Medicare, even 
more pressure on education, even more pressure on the universal 
savings account. 

And here's the problem that I have. In 1997, as part of the last 
budget deal, there was a $115 billion cut in Medicare, which almost 
exactly matched the huge tax cut— huge, however, only in 1997 
terms, not huge when compared to a 10 percent or a 9 percent or 
an 8 percent across the board tax cut in perpetuity. 

So here's my problem: there was a $17 billion cut out of Medicare 
for home health services in 1997. We have 4,000,000 people with 
Alzheimer's in America. We have millions more with Parkinson's 
and other neurological diseases, cancer, diabetes. They are at 
home. And husbands are caring for wives, and wives are caring for 
husbands. Then we cut that program by $17 billion. All they got 
was a daily visit from a visiting nurse to give them a break. This 
just gave them a couple of hours where they could take a nap. 

Now, these people are the biggest heroes in our society. Twenty- 
four hours a day with their wife or their husband in a condition 
that is almost impossible for anyone in our age group to even con- 
sider. But they do it. And they are the real heroes. But heroes need 
help. And the way this debate is now structured, following on what 
happened in 1997, is that we're guaranteeing that that generation 
of people who built this country are going to be left with a smaller 
and smaller and smaller share of the help which they need to be 
heroes. And I think that if this tax cut debate continues as it has, 
that we're going to wind up with a tremendous confrontation in 
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this country— between the legitimate needs of this older generation 
that can only be served if the revenues are there. And they are 
there. And by the way, I think when we did that tax cut in 1997, 
if that has produced this surplus, we cut home health care in order 
to do the tax cut. Now, we've got the surplus, let's give back the 
money to the program. 

Now, Mr. Lew, can you help me with this. I know you've made 
an effort to increase somewhat the program for home health care 
in your legislation, but it still is far short of the money that was 
cut out in 1997, or of this growing need which has been identified 
in our society. 

Mr. Lew. Congressman, the choice that you've put forward is a 
very real one. If 38 percent of the surplus is dedicated to a tax cut, 

I believe that that will mean cuts in Medicare in the future, and 
I believe that those are going to be very, very difficult and painful 
decisions. We have to deal with Medicare. We have to go beyond 
this 15 percent and make the kinds of long-term reforms that re- 
quire tough choices. The President, in the State of the Union, said 
that that would give us the opportunity to make some tough 
changes and also perhaps expand some benefits like the prescrip- 
tion drug benefit so that the program meets more of the needs of 
people. But if we don't start by putting 15 percent of the surplus 
aside, we are setting the bar very high. And we are probably going 
to have difficulty reaching bipartisan consensus. And we're going to 
be faced in a very short period of time with very difficult choices. 
We think the most prudent thing to do is to take the good fortune 
we have, that we've gotten because we made tough decisions on 
Medicare, we made tough decisions to reduce the deficit. We now 
have a surplus. We should put some of it back. That 15 percent 
would really be putting money where we should put it, to keep the 
promise we've made to pay benefits. 

Mr. Market. Thank you, Mr. Lew. Thank you, Mr. Chairman. 

Mr. Chambliss. We will stand in recess until 12:45 p.m. 

Mr. Lew. Thank you. 

[Whereupon, at 11:57 a.m., the committee recessed, to reconvene 
at 12:45 p.m., the same day.] 

Mr. Chambliss [presiding]. All right, why don't we resume, and 
we will take members as they come back in the order that they are 
on the list, and if we have to skip somebody, we will try to get back 
to them. But the gentleman from Pennsylvania, Mr. Toomey, is rec- 
ognized for 5 minutes. 

Mr. Toomey. Thank you, Mr. Chairman, and thank you, Mr. 
Lew. 

] ust a couple of questions for clarification purposes. The courts 
have clearly stated, I believe, that workers have no ownership per 
se, no property rights to the payroll taxes that they pay into the 
Social Security system, and that implies and really means that all 
future benefits are, therefore, entirely subject to the whims of poli- 
ticians. Is it true, is it fair to say that the President's proposal does 
nothing to substantively change that feature? 

Mr. Lew. I think that it is true that individuals don't have a 
right to their contributions. But I think that it is not correct to say 
that they don't have a right to the benefits. It would require a 
change of law to take the benefits away from them. 
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Mr. Toomey. Exactly, which could happen by a majority vote of 
Congress 

Mr. Lew [continuing]. Yes, it could. 

Mr. Toomey [continuing]. And passage by the President at any 
time. 

Mr. Lew. It has not been an easy thing to do in the past, but, 
yes, theoretically it could happen. 

Mr. Toomey. Right. 

In your opening comments, I believe, if I understood you cor- 
rectly, you suggested that one of the important features that the 
President feels must be retained in Social Security is that the bene- 
fits are guaranteed, there be a guaranteed defined-benefit program. 
But, in light of the previous question, isn't it really impossible 
under the current structure to guarantee them because the political 
process could always reverse that guarantee? 

Mr. Lew. Well, I would say that the history since 1935 has been 
expanding, not contracting, benefits. In 1983, there was a biparti- 
san effort to deal with the Social Security financing problem. Tough 
decisions were made. It was very, very difficult to get agreement 
on any benefit reductions. And I would suggest that benefit reduc- 
tions will be very hard to make for good reason. People work their 
lives and plan on receiving the benefits, and they do have a right 
to them. 

Mr. Toomey. Right, but we also are in a situation now as the 
system has matur^ and there are no longer ever-increasing num- 
bers of workers paying for an increasing number of retirees, it is 
going to be much harder to make those payments. So, I would sug- 
gest that the ability to honor those payments under the current 
system is increasingly in jeopardy. 

Mr. Lew. And we agree that we need to work together to get 75- 
year actuarial solvency, which would require some of those tough 
decisions. We think that this is a good first step. 

Mr. Toomey. OK. 

Second question is, in a system in which workers were free to di- 
rect and actually own, actually have property rights to a portion of 
their payroll tax, invested as they see fit, perhaps with restrictions 
and guidelines, if such a system included an explicit government- 
minimum guarantee in it, would that not fulfill that objective, and 
would the President, therefore, be willing to consider such a sys- 
tem? 

Mr. Lew. We have said for the last year that we would look at 
alternatives, specific alternatives, as they are proposed. I am a lit- 
tle reluctant to respond to a hypothetical. The principles that the 
President laid out through the past year of discussion about Social 
Security reform have been very clear about guaranteeing the bene- 
fits, about making sure that there is progressivity in the system, 
making sure that we don't somehow do something that undermines 
the benefits available for someone when they become disabled, for 
a survivor. 

In order to answer a question about a specific plan, one really 
has to look at it in its entirety. We think that preserving the core 
benefit as we have it today is the safest way. But we will look at 
alternatives. We have said in recent weeks, and I have said this 
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morning, that our view is that the entire payroll tax should remain 
dedicated to the traditional Social Security benefit. 

Mr. Toomey. ok. Let me try to ask it a different way. 

Would it be fair for me to conclude, then, that if the design of 
the system met certain conditions that you f^ are important, then 
there would be a possibility that the President would agree to a 
system in which workers would own and control a portion of that 
payroll tax? 

Mr. Lew. I think that I have indicated very clearly what our 
view is. You are asking me to draw hard lines about it, not even 
having a discussion. We have tried very hard, on an issue where 
it is difficult to keep lines of communication open, to keep lines of 
communications open. So, I am trying not to draw the kinds of ar- 
bitrary hard lines. But at the same time, I am trying to be very 
clear about what our view is and what our position is. And we are 
not wavering from that. I am not wavering from that today. 

If there is a specific plan that you would like us to look at, I 
would be delighted to look at it. I would be delighted to have our 
Social Security team look at it. And I think that the five principles 
that the President outlined over the past year speak for them- 
selves, and that is what will guide our view of any proposal. Our 
view is that the Social Security payroll tax should remain dedi- 
cated to the traditional benefits. 

Mr. Toomey. OK. Thank you Mr. Lew. 

I will yield the balance of my time, Mr. Chairman. 

Mr. Chambliss. Thank you. 

Mr. Minge. 

Mr. Minge. Thank you, Mr. Chairman. 

Mr. Lew, as I understand it, in fiscal year 1999, to talk about a 
surplus requires that we focus everything on the unified budget, 
and if we were to simply look at the Federal budget without Social 
Security— as I believe the budget legislation requires us to do on 
the congressional side— we would have a deficit of $38 billion. Does 
that square roughly with the numbers that you have been working 
with? 

Mr. Lew. Yes, it does. 

Mr. Minge. And, as I understand it, that would mean that if we 
were to have a tax cut this year, we would be borrowing money, 
essentially, from the Social Security Trust Fund in order to fund 
that tax deduction, and similarly, if we were to expand programs 
this year, we would be expanding them by borrowing that money 
from the Social Security T rust F und. 

Mr. Lew. Technically, we are leaving the assets to the Social Se- 
curity Trust Fund, but the entire surplus this year is attributable 
to the contribution of Social Security through the off-budget cal- 
culation to the surplus. 

Mr. Minge. Now, I would like to take this one step further and 
look at the 15-year proposal which you have outlined, which I think 
is admirable because it really challenges Congress and the country 
to plan in the long term. 

If we were to simply insist that as long as we must rely on the 
Social Security T rust Fund to balance the budget that we would de- 
vote all of the surplus, so to speak, which is really all of the Social 
Security Trust Fund money, to the Trust Fund and not have any 
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program expansion or tax reduction that was not otherwise offset 
within the budget, wouldn't we be doing better by the Social Secu- 
rity Program by such an insistence, at least during the next couple 
of years until we have a surplus in the nonunified budget? 

Mr. Lew. Well, I think that we would have to look at the Social 
Security Trust Fund, and the question of the unified budget a little 
bit more broadly, looking at a longer term. The Social Security 
Trust Fund will build up assets from now until 2012. Until 2012, 
Social Security revenues will be equal to or greater than the bene- 
fits paid. After 2012, the Social Security Trust Fund will start get- 
ting drawn down, and under current law it will expire in 2032, and 
we have proposed to extend it until 2055. 

The question of the unified budget, as much as what do we do 
today, is what condition will we be in in 2012 through 2055? And 
at that point we will need a non-Social Security surplus of substan- 
tial magnitude to pay back these bills to Social Security. 

So, the discussion of "on budget-off budget" becomes a very dif- 
ferent one once those lines cross and Social Security starts nekiing 
to have its bonds paid back as opposed to paying them in. And 
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Mr. Minge. But for the next couple of years the lines haven't 
crossed 

Mr. Lew [continuing]. Correct. 

Mr. Minge [continuing]. And we are dealing with truly a deficit 
in the nonunified budget, and what we are trying to do, as I under- 
stand the President's proposal, is to look at this 15-year period of 
time and saying, "If we can maintain the course for 15 years and 
devote 62 percent of the unified surplus to Social Security, we are 
going to be ahead." Do you have any estimate as to how much we 
would be ahead by doing that as compared to simply insisting that 
all of the Social Security Trust Fund cash flow surplus be reserved 
for Social Security purposes? 

Mr. Lew. Well, roughly speaking, if you looked over the next 15 
years, the 62 percent that we are putting in over 15 years is rough- 
ly equal to the off-budget Social Security surplus. If you look at the 
Medicare component, that is all additional debt reduction. That is 
all additional savings for the future. And it is a rough proxy. It is 
really when you get beyond the 62 percent that the question starts 
to come in. 

On a year-to-year basis, our proposal would not be exactly as 
what you have described, but over 15 years, it would be a little bit 
more. 

Mr. Minge. It would be a little more, but it would be roughly the 
same. It is when you look at Medicare that you are really making 
a dramatic improvement in savings. 

Mr. Lew. That is right. 

Mr. Minge. Now, to take this one step further, it troubles me 
that here, at least for the next 2 years, we would be only using 62 
percent of that Social Security Trust Fund surplus that is being 
generated each of these 2 years for the Social Security Program 
and we would be counting on future Congresses and future admin- 
istrations that show the self-restraint and the discipline to stay the 
course on that 62 percent thereafter, when, of course, it will be a 
future Congress and a future administration. 
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Is there anything that you see that we can do during this year 
and next year that would truly commit future Congresses and the 
future administrations to this course, or is it somewhat like what 
we faced back in 1994 or 1993 when we adopted a 5-year budget 
plan, but when the next year rolled around and the next Congress 
rolled around, that budget plan was just gathering dust? That was 
history. And people again wanted to plan and look to the future. 

Mr. Lew. I think that there is a very big difference between a 
budget plan and a promise to make certain contributions to the So- 
cial Security Trust Fund. I would hazard the political guess that, 
if we put into law scheduled contributions into the Social Security 
Trust Fund, that we will keep those promises and that it will be 
very difficult for future Congresses to change that. It is not impos- 
sible. Our constitutional system does give future Congresses the 
right to change the law, but I think that it is highly probative how 
difficult it has been to cut Social Security, and I think correctly so. 
I think that it is very unlikely that we would see a substantial 
backing off of commitments that we make this year to put money 
into the Trust Fund. 

Mr. Minge. Thank you. 

Mr. Chambliss. My good friend and colleague from Georgia, Mr. 
Collins, is recognized for 5 minutes. 

Mr. Collins. Thank you, Mr. Chairman. 

Mr. Lew, I want to go back to a comment by Mr. Minge, when 
he referred to tax relief as having an effect on Social Security. 

Under current budget law, tax relief would not affect Social Secu- 
rity unless the benefit structure of Social Security was changed. Is 
that not true? 

Mr. Lew. I am not sure that I understand the question. 

Mr. Collins. You do nothing to Social Security, and you give tax 
relief, it has no effect on Social Security. 

Mr. Lew. Well, it wouldn't reduce the benefit that we owe. 

Mr. Collins. It would not even affect it. 

Mr. Lew. But, it would reduce our ability to pay the benefit. 

Mr. Collins. The question, though, it would not affect— tax relief 
would not affect Social Security unless you change the benefit 
structure to match the tax relief also? 

Mr. Lew. But we have no way now to show how 

M r. Colli NS. Yes or no to that? 

Mr. Lew [continuing]. I don't think that it is a simple yes-or-no 
question. 

Mr. Collins. Sir? 

Mr. Lew. I don't think that it is a simple yes-or-no answer. Con- 
gressman. 

Mr. Collins. Yes, it is. 

Mr. Lew. Then the answer is, yes, it would affect Social Security. 

Mr. Collins. It would not affect Social Security at all. 

Mr. Lew. Yes, it would. 

Mr. Collins. I only have limited time. You seem to want to 
skate around the answer there. Let's don't do that on some of the 
others. 

Lots has been said about Mr. Greenspan and some of his com- 
ments. When he testified before the Ways and Means Committee 
the other day, he had several recommendations. One, he said, run 
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the surpluses. I am very reluctant to use the word "surplus"; I like 
to use the words "positive cash flow" because it is all over in the 
Trust Funds today, the positive cash flow. And I understand, too, 
by running those positive cash flows into the T rust Funds and hav- 
ing public debt offset by government bonds will help in the area of 
interest rates. 

Second thing, though, he said, is if you do look at tax reduction, 
look at marginal rates, and also look at capital gains tax relief. We 
know that some of the changes that have taken place in the last 
4 years have been through the cooperation of the Congress and the 
administration in a year of taxation, and one of those was capital 
gains tax relief. 

But what he did caution about was no new spending, no increase 
in spending. Now, he did not say no new programs, and no one else 
will say no new programs. But if you are going to look at new pro- 
grams, you look at them within the structure of your existing budg- 
et where you make your move around your budget caps. 

Another thing that he cautioned us about, and it is in an area 
of Social Security, and that is in the pay-as-you-go system— in 
other words, current workers are paying current beneficiaries' 
checks— but what I see that the President has offered is not an end 
to the pay-as-you-go system but an extension of it from some 30 to 
possibly 50 or 75 years. Is that not true? 

Mr. Lew. Well, it is a change in the sense that it is committing 
resources in a different form. Pay-as-you-go refers to the payroll 
tax, and this is a bit different. 

Mr. Collins. But it doesn't change the pay-as-you-go system 
from that of social income insurance to that as vested interest re- 
tirement. 

Mr. Lew. That's correct. 

Mr. Collins. And a debt is a debt. And as you have said, each 
year the national debt increases. Now I understand your difference 
between the public sector portion of it versus the government por- 
tion of it, but it does increase. And at some point in the future— 
I don't see the chart there now— you estimated that the interest 
portion of the budget would be 2 to 3 percent? 

Mr. Lew. That was 2014, that projection. 

Mr. Collins. Now, using that 2 percent or 3 percent— and I be- 
lieve that you answered this when Mr. Price was questioning you— 
that does not include the interest accrued of interest owed that 
particular year to the T rust F und. I s that not true? 

Mr. Lew. That was net interest, correct. 

Mr. Collins. That's right. So, that is true; it does not include it. 
If you use the word "debt interest," that means that you have ex- 
cluded that portion. 

Mr. Lew. That's correct. 

Mr. Collins. OK. 

Once we get to the point of having to redeem those government- 
held securities, how do you plan to do that? You said that you have 
to have discipline in the budget and have resources beyond the uni- 
fied budget. 

Mr. Lew. Our current forecast shows surpluses— I forget if it is 
through 2045 or 2046; it is way, way out into the next century. If 
we are running surpluses in the non-Social Security budget, we 
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will be able to pay those bills back, and that is exactly the point 
in terms of fiscal discipline. If we are not running those kinds of 
surpluses in the non-Social Security budget— we already have the 
debt. The Social Security benefit is a promise. If I were to promise 
you that I was going to give you $100, that is a promise. If I then 
write up a note, that doesn't make it more or less of a promise. 
That records it. When you record it, it shows up as increasing the 
debt subject to limit. But the promise is every bit as much there 
today without that note. 

Mr. Collins. But it you are increasing the debt year after year 
based on new spending that is not very good fiscal discipline, is 
it not? 

Mr. Lew. I actually think that it is very good fiscal discipline, 
and most of the comments that Alan Greenspan 

Mr. Collins. An increased spending and increased debt year 
after year? 

Mr. Lew [continuing]. Alan Greenspan, when he testified before 
the Congress, made a number of points. He said that the Presi- 
dent's approach to Social Security reform is a major step in the 
right direction and that it would ensure that the current rise in 
government's positive contribution to the national savings is sus- 
tained. The reason that he said that is that we reduce the debt 
held by the public. 

Mr. Collins. That's right. 

Mr. Lew. And that is the reason that we have the virtuous cycle 
which reduces the net interest cost. I would argue that there is a 
very big difference between a dollar of interest that is being used 
to pay a current commitment for Social Security benefits and a dol- 
lar of interest used to pay a privately held bond. A dollar is not 
a dollar in this case. One dollar is keeping a promise to Social Se- 
curity; the other is not. 

Mr. Collins. In the area of accounting you use the same dollar 
twice the way you are using it. And that 

Mr. Lew. No, we actually haven't used the same dollar twice. 

Mr. Collins [continuing]. Yes, you are. And also— I am going to 
close with this because my time is up— I think that the greatest 
threat to this Nation is the national debt. At one point in ti me- 
at some point in time in the future it will bankrupt this country 
if we don't get this thing under control and keep it under control. 

Thank you, Mr. Chairman. 

Mr. Chambliss. The gentleman from Minnesota, Mr. Gutknecht. 

Mr. Gutknecht. Thank you, Mr. Chairman, and I appreciate 
this opportunity to visit with you, Mr. Lew, and I appreciate a lot 
of the things that you have said today. In fact, I probably, at least 
on this side, am going to be more congratulatory perhaps than 
some of my colleagues, because it seems to me that there are three 
questions that this committee and ultimately the Congress has to 
answer. The first question is, how much do we want to spend? The 
second question is, how much surplus will that create? And the 
third, and perhaps the biggest, question that we are going to have 
to resolve is, what is the highest, best use of that surplus? 

Now we can argue— and I have found, and I will let my colleague 
pass here— I have found in my townhall meetings, and when I 
meet with my constituents, one of the most difficult questions to 
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really respond to and to define is this whole Social Security system 
because it seems to me that it is a hybrid between a defined-benefit 
plan with a Trust Fund and a pay-as-you-go system. And that is 
how we sort of wind up speaking out of both sides of our mouths 
about the unified budget, and it does get very difficult. And I don't 
have a perfect answer for it either. 

But let me come back to the central question: how much do we 
want to spend? And that is where I really want to give the admin- 
istration a tremendous amount of credit because, as I read through 
the budget, as my staff looked at it and as I looked at the numbers, 
and so forth, the first thing that really did strike me is that you 
are talking about a total spending increase for the next fiscal year 
of only $39 billion. Now am I correct in that? 

Mr. Lew. I don't remember the exact number, but it is very close, 
if that is not right. 

Mr. Gutknecht. And if I remember correctly, and I have been 
one who has felt very strongly that it is important for this Con- 
gress, for a whole variety of reasons, to keep faith with the spend- 
ing caps which have been set in the past, and with at least the 
spirit of the balanced budget agreement that the President signed 
a couple of years ago, and many of us went down to the Rose Gar- 
den to join in the signing. And as I read your budget request, you 
are actually talking about exceeding those spending caps by only 
$17 billion. 

Now, I think that within that framework there is at least an op- 
portunity for us to agree— the Senate, the House, Republicans, 
Democrats, Ind^endents, and people in the administration— to 
agree to some kind of a spending cap that is somewhere at least 
within the spirit. And starting with your budget document, I must 
say that the average family, to the best of my knowledge, the aver- 
age family budget today in America will probably increase about 
2.5 percent. So, to your credit, for the first time in my memory, we 
are talking about increasing the Federal budget at a slower rate 
than the family budget, and you deserve a tremendous amount of 
credit for that. 

That is the good news. The bad news, it seems to me, is that we 
look through the document and begin to sift through it— Mr. 
Chambliss has raised the issue of the agriculture budget and crop 
insurance. Others have talked about veterans' benefits. Mr. Bass 
talked about special education. I am extremely concerned about 
what ultimately this means for Medicare reimbursements, particu- 
larly in rural America. The NIH budget, it seems to me that there 
is a good deal of shifting, or however we want to describe it. And 
then there is the big issue of the defense budget. Where it strikes 
me that in some respects the administration is saying, OK, we're 
going to hold the limit at a lid at 2.3 percent, but in a way we're 
going to do a little jostling so we can fund our new programs. 

Let me just ask you this question: Does the President's budget 
reflect the requirements that the administration and the Defense 
Department and others are going to need in terms of our commit- 
ment to Bosnia, to I raq, and perhaps even to Kosovo? Are those re- 
flected at all? Are those within the budget? I n other words, the real 
question is this: Do you anticipate coming back to this Congress 
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sometime before we adjourn or go home this fall with some kind 
of an emergency supplemental to fund those requirements? 

Mr. Lew. Congressman, the answer is in some cases different, so 
let me go through the items. 

In the case of Bosnia, we did include funding in our budget, in 
the body of our budget 

Mr. Gutknecht. So, you will not be coming back to Congress for 
more money for Bosnia? 

Mr. Lew [continuing]. That is certainly my expectation. I would 
just caution that we are talking about situations that are inher- 
ently fluid. But this budget is for the full year, correct. 

Mr. Gutknecht. Assuming that nothing changes, you will not be 
back for more money? 

Mr. Lew. Right. 

Mr. Gutknecht. OK. 

Mr. Lew. With regard to Iraq, we are working with the Defense 
Department on whether or not there is a need for a supplemental, 
and we haven't reached that determination yet. The one supple- 
mental that we do know that we are going to be presenting is for 
Central America, and we hope to do that very shortly. With regard 
to Kosovo, I can't answer that question until policy decisions are 
made. 

The budget includes an allowance of $3.25 billion in anticipation 
of, at a minimum, the Central America supplemental and the possi- 
bility that there may be others. We put in a number that was con- 
sistent with last year's budget. It was not consistent with last 
year's final action. And I think that we share the concern that 
many here share that it got a little too large last year. We think 
that the emergency authority remains an important one. If things 
happen between budgets, as a country, we have to be able to re- 
spond, but a real emergency is different than other circumstances 
that may test the definition. 

We hope to work with the Congress to make sure that the emer- 
gency authority remains available, but we don't currently have any 
immediate expectations except for the Central America supple- 
mental. 

Mr. Gutknecht. Well, the fear of this Member is that there is 
the temptation already to say, well, you know. Congress is probably 
going to plus-up the crop insurance program. Congress is probably 
going to do something with veterans' benefits. We certainly need to 
do something to change the special education formula and live up 
to our commitments there. Mraicare, you know, I don't know what 
is going to happen with Medicare. NIH, Defense, all of that— the 
danger I see happening is that we start off with this number 2.3 
percent, but by the time it is over, the deal at the end of the day 
could be significantly larger than that. 

Mr. Lew. Congressman 

Mr. Gutknecht. And it seems to me that it is the responsibility 
of this committee to set the overall spending limits and to do what 
we can to make certain that we enforce them, and that is where 
we need your help. 

Mr. Lew [continuing]. Well, we certainly hope that we reach 
agreement on a broad basis, so that we move beyond the discussion 
of 2000 to the multi-year context. 
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In the case of 2000, we have a number of offsets in there, and 
if they are not adopted, we understand that it is going to be a dif- 
ficult process working through the year. 

Last year, when we got to the end, the President's class size ini- 
tiative, which was a very important priority, was included in the 
final Omnibus with an offset. It was an offset that we worked 
through with the two Budget Committees to make sure that it 
scored. And we hope that we can work together both on a 
multiyear basis to have a resolution to the question of the surplus, 
because we do believe that there is a need for more discretionary 
resources going into the out years, but after we do Social Security 
first. Hopefully we will get to the point where we do Social Security 
and this gets a little bit easier. 

But I agree with you, there is a need for discipline. There is a 
need for caps. There is a need for pay-as-you-go rules. We know 
where we go when we don't have any rules. We know that it is a 
lot easier to spend money and to give tax cuts and then afterwards 
see the result. We need to use tne opportunity of the surplus to 
make some very wise decisions now and then have discipline going 
forward. 

Mr. Gutknecht. Thank you, Mr. Chairman. My time has ex- 
pired. 

Mr. Chambliss. That was a very good question, Mr. Gutknecht, 
and being a little bit more definitive, Mr. Lew. 

And now with respect to Bosnia, the administration has Bosnia 
funded in the fiscal year 2000 budget, fully funded there. You have 
only got 6 months budgeted in the fiscal year 2001, so I am assum- 
ing that you are planning that we are out of there in 2001; other- 
wise we have got no money in there for Bosnia; we've got no money 
in there for Kosovo. So, we need to be— everybody needs to thor- 
oughly understand that as we move into this. 

Mr. Wamp. 

Mr. Wamp. Thank you, Mr. Chairman, and thank you, Mr. Lew, 
for the relationship that you have with our chairman, and just car- 
rying forward in a positive way. I want to say that I think Con- 
gressman Clement is onto something that this budget, from our 
side of the aisle, should represent a good starting point. I think 
that it raises the right questions, and I think that it does include 
some good ideas, and I would think that my friend from Minnesota 
is correct there. 

A couple of points that I would like to make because I have 
learned— this is my fifth year— that you have to clear things up. 
You talked about the NIH funding being ahead of schedule, and 
let's be candid, the Republican Congress has really carried a lot of 
that weight over the last 4 years to increase NIH funding. As a 
member of the Appropriations Committee, I just want to point that 
out. 

Also, earlier, when Chairman Kasich questioned you on the 2 
percent payroll tax, I have also found that out there are across the 
country regular people who think that that means somehow that 
money would be turned back over to the beneficiary. But it needs 
to be pointed out every time that we talk about it, so they will un- 
derstand, that the government will still control that money. The 
beneficiary will just direct that money. And I hope that somehow 
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we can come to an agreement much like Chairman Kasich said, 
like the Thrift Savings Account for Federal employees, where you 
can direct where it is invested, but the government keeps the 
money. The government controls the money. That money doesn't go 
back to the beneficiary. It stays in a fund, but it can continue to 
grow. 

There is another thing that I am a little dismayed about. I am 
one of the Republicans that for the last 4 years has said let's be 
more broad-based in our approach to tax relief, so that they can't 
say that we're trying to help the wealthier Americans. I am a little 
frustrated that, after carrying that mantra for the last 4 years and 
for us to propose more broad-based tax relief and then you still say 
that it benefits more wealthy Americans. The only way that you 
can really take that position is that you think everybody with a job, 
or everybody that is working, or everybody that is doing OK out 
there represents wealthier Americans. At some point we need to 
come together on broad-based tax relief. And I concur that the 
more broad it can be, the more it can affect every working Amer- 
ican, the better off it is. 

But my one question is this: On education funding, will there— 
and this kind of presses you, like Chairman Kasich pressed you 
about ever agreeing to a 2-percent payroll tax that is self-directed 
by beneficiaries— is there any way that the President can agree to 
block grant the education dollars? Because, during the Great Soci- 
ety the intent was to eliminate poverty. It didn't work. We created 
Federal program after Federal prpgram after Federal program, and 
ultimately the Governors have cri^ long enough and loud enough 
for us to start block granting those same dollars, and that is work- 
ing. And I just wonder if we've got to go back throughout this en- 
tire exercise over a generation of creating programs— in terms of 
trying to improve education, that motive and intent is all the same. 
We all agree that we need to improve education. But do we have 
to go through this same cycle again, or can't we just go ahead and 
block grant the money right back to State and local governments 
and let them spend it in a more efficient way. And is there any way 
that you will agree with us on that approach over the next few 
months? 

Mr. Lew. I think that over the last several years we have made 
very clear how strongly we, the administration, the President op- 
pose block granting all of the education funds. We have work^ 
with the Congress to provide greater flexibility in many areas. 

When it comes right down to it, the argument comes down to 
what do you want the Federal education policy to be? Do we want 
to be promoting the kinds of standards that the President has spo- 
ken to? Do we want to be promoting policies that are aimed at spe- 
cific objectives like reducing the social promotions? This is an im- 
portant part of our policy. 

The question to block grant or not to block grant sounds like it 
is an accounting issue, but it is not. It is really a policy issue, and 
the President has very strong convictions in a lot of these areas. 
So, I think that you can expect that our opposition will be consist- 
ent with our past position. 

Mr. Wamp. Let me just say one thing: If you go to a PTA meet- 
ing, you get on talk radio, you go out there where parents are in- 
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volved today, they will say, please, no more mandates; please, don't 
create any more education programs that tie our hands— we've got 
people doing paperwork instead of delivering education because of 
the Federal programs we have created in education. 

I would just submit to you, please try to work with us on this, 
so we can have fewer programs but more money flowing back to 
the schools to let them spend it as they see fit without all these 
mandates that seem to flow every time we come up with a new 
education bureaucracy in Washington. 

Mr. Lew. Hopefully, we will be able to work through the Elemen- 
tary and Secondary Education Act amendments to achieve some of 
our common goals and to reduce the paperwork. Our goal is not to 
be paying for administrators and paperwork. Our goal is to im- 
prove the quality of education. And on that, I think that we can 
agree. 

Mr. Wamp. I think. Director Lew, the glass is half full and not 
half empty. So we have got a good starting point. 

Thank you, Mr. Chairman. 

Mr. Chambliss. J ack, let me thank you again for being here, and 
I particularly thank you for having patience with us and hanging 
around to give everybody an opportunity to ask questions. 

I hope that everybody that wanted to ask questions has come 
back to do so. But let me just say that if there are any members 
who have additional questions, we would like to submit them to 
you in writing, and I assume you will answer them within about 
30 days or so. 

Mr. Lew. It would be my pleasure. 

Mr. Chambliss. And we, obviously, have a lot of things that we 
agree on. There are a lot of things that we have a disagreement 
about with respect to particular issues and philosophically, but we 
look forward to working with you and my friend J ohn will be in 
touch and dialoguing, and, hopefully, we will come up with some- 
thing that is beneficial to the American people here in short order. 

Mr. Lew. Thank you. 

Mr. Chambliss. Thank you very much. 

[Whereupon, at 2:50 p.m., the committee was adjourned.] 
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